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dler, May Chandler Goodan, Constance Chandler 
(Constance Chandler Crowe), Ruth C. Williamson, 
Norman Chandler, Harrison G. O. Chandler, Helen 
C. Garland, and Philip Chandler are designated 
‘“present trustees.”’ 


(c) The petitioner, as a beneficiary, during the 
year 1938 received as her full and complete share of 
the distributive net income of said Trust No. 2 the 
sum of $8,597.49, which she reported in her income 
tax return. Notwithstanding this fact respondent 
erroneously and illegally determined that petition- 
er’s distributive share of the net income of said 
trust for the year 1938 was the sum of $11,446.46, 
therebv erroneously and illegally overstating peti- 
tioner’s net taxable income by the sum of $2,848.97. 
No part of this last mentioned sum was either ac- 
tually or constructively received by petitioner and 
no part thereof constituted taxable income. 


(d) The petitioner, as a beneficiary, during the 
year 1939 received as her full and complete share of 
the distributive net income of said Trust No. 2 the 
sum of $8,389.89, which she reported in her income 
tax return. Notwithstanding this fact respondent 
erroneously and illegally determined that petition- 
er’s distributive share of the net income of said trust 
for the year 1939 was the sum of $12,418.07, thereby 
erroneously and illegally overstating petitioner’s net 
taxable income by the sum of $4,028.18. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no part there- 
of constituted taxable income. 


us. May Chandler Goodan, et al. 5) 


(e) The petitioner, as a beneficiary, during the 
year 1940 received as her full and complete share of 
the distributive net income of said Trust No. 2 the 
sum of $9,385.93, which she reported in her income 
tax return. Notwithstanding this fact respondent 
erroneously and illegally determined that petition- 
er’s distributive share of the net income of said 
trust for the year 1940 was the sum of $13,413.67, 
thereby erroneously and illegally overstating peti- 
tioner’s net taxable income by the sum of $4,027.74. 
No part of this last mentioned sum was either ac- 
tually or constructively received by petitioner and 
no part thereof constituted taxable income. 


(f) The petitioner, as a beneficiary, during the 
year 1941 received as her full and complete share 
of the distributive net income of said Trust No. 2 
the sum of $10,527.69, which she reported in her in- 
come tax return. Notwithstanding this fact respon- 
dent erroneously and illegally determined that pe- 
titioner’s distributive share of the net income of said 
trust for the year 1941 was the sum of $12,563.85, 
thereby erroneously and illegally overstating peti- 
tioner’s net taxable income by the sum of $2,036.16. 
No part of this last mentioned sum was either actu- 
ally or constructively received by petitioner and no 
part thereof constituted taxable Income. 


(g) Respondent, under date of June 30, 1948, 
issued a notice of deficiency determining that said 
Trust No. 2 was an association taxable as a corpora- 
tion. Under date of June 30, 1948, respondent is- 
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sued a notice of deficiency determining that Trust 
No. 1, wherein Harry Chandler, Norman Chandler, 
and Marian Otis Chandler are designated ‘‘present 
trustees’? and petitioner and others are designated 
‘*beneficiaries,’’ was an association taxable as a cor- 
poration. Petitioner is informed and believes and 
therefore alleges that the trustees of each of the 
aforementioned trusts have filed or will file a peti- 
tion to The United States Tax Court for a rede- 
termination of the deficiencies set forth im said 
notices, and that the actions of the respondent in 
determining said trusts to be associations taxable 
as corporations and in determining the deficiencies 
herein involved are inconsistent, erroneous, and il- 
legal. 


Wherefore, petitioner prays that The Tax Court 
of the United States hear this petition and rede- 
termine the aforesaid deficiencies in accordance with 
the rights of the petitioner in the premises and grant 
any and all refunds that may be due as a result of 
such redetermination. 


Dated September 24, 1943. 


/s/ WILLIAM GALBALLY, JR., 
Counsel for Petitioner. 
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State of California 
County of Los Angeles—ss. 


May Chandler Goodan, being duly sworn, says 
that she is the petitioner above named; that she has 
read the foregoing petition or had the same read to 
her, and is familiar with the statements contained 
therein, and that the statements contained therein 
are true, except those stated to be upon information 
and belief and that those she believes to be true. 


/s/ MAY CHANDLER GOODAN. 
Subscribed and sworn to before me this 24th day 
of September, 1943. 


[Seal] /s/ FLORENCE E. SCALLEN, 
Notary Public. 


My commission expires Feb. 27, 1946. 
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EXHIBIT “A” 


Treasury Department Internal Revenue Service 
417 South Hill Street 
Los Angeles 13, California 


June 30, 1943 
Los Angeles Div. 
LA:IT :90D:PB 


Mrs. May Chandler Goodan, 
2440 North Vermont Avenue, 
Los Angeles, California. 


Madam: 


You are advised that the determination of your 
income tax Hability for the taxable years ended De- 
cember 31, 1938 to 1941, inclusive, discloses a de- 
ficiency of $26,802.62 as shown in the statement 
attached. 

In accordance with the provisions of existing in- 
ternal revenue laws, notice is hereby given of the 
deficiency or deficiencies mentioned. 

Within 90 days (not counting Sunday or a legal 
holiday in the District of Columbia as the 90th day) 
from the date of the mailing of this letter, vou may 
file a petition with The Tax Court of the United 
States, at its principal address, Washington, D. C., 
for a redetermination of the deficiency or defi- 
clencies. 

Should you not desire to file a petition, you are 
requested to execute the enclosed form and forward 
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it to the Internal Revenue Agent in Charge, Los 
Angeles, California, for the attention of LA:Conf. 
The signing and filing of this form will expedite the 
closing of your return(s) by permitting an early 
assessment of the deficiency or deficieneies, and will 
prevent the accumulation of interest, since the in- 
terest period terminates 30 days after filing the 
form, or on the date assessment is made, whichever 
is earlier. 
Respectfully, 


GUY T. HELVERING, 
Commissioner, 


By /s/ GEORGE D. MARTIN, 
Internal Revenue Agent in 
Charge. 
PS :dd 
Enclosures: 


Statement 


Form of waiver. 
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Statement 
Cay 30D PEs 
Mrs. May Chandler Goodan, 
2440 North Vermont Avenue, 
Los Angeles, California. 


Tax Liability for the Taxable Years Ended 
December 31, 1938, to 1941, Inclusive 


Income Tax 
Year Liability Assessed Deficiency 
JCB alee eee ee een $ 5,746.44 $ 4,797.77 $ 948.67 
TS IS eb a ae 29,513.20 6,903.65 22,609.55 
‘GE SR esd er amma ri 20,173.82 S20 1,897.63 
UG) Ase sap neat eo 34,055.78 32,709.01 1,346.77 
IG (2 ae a seme $89,489.24 $62,686.62 $26,802.62 


This determination of your income tax liability has been made upon 
the basis of information on file in this office. 

If you do not acquiesce in all of the adjustments making up the 
deficiency indicated, but desire to stop the accumulation of interest on 
that part of the deficiency resulting from adjustments to which you 
agree, please fill out the enclosed form of waiver, inserting therein the 
amount of the deficiency you desire to have assessed at onee. The execu- 
tion of the form for the agreed portion of the deficiency will not deprive 
you of your right to petition The Tax Court of the United States for a 
redetermination of the deficiency. 

A copy of this letter and statement has been mailed to your repre- 
sentative, Mr. William Galbally, 510 South Spring Street, Los Angeles, 
California, in accordance with the authority contained in the power of 
attorney executed by you. 


Adjustments to Net: Income 
Taxable Year Ended December 31, 1938 


iNeraneome as disclosed by retuirn 22.2.2... ee $36,057.36 
Additional income and unallowable deductions: 
(a) Automobile expenses disallowed ............--.- $ 500.00 
i melbivadends received .........-..25: ees 5.00 
Monminwerest PECCIVER ..2......--sc.s0 ee eee 208.28 
MMMM ISCO TIXCOMC 225.0200. aos. ssenceeee-cossuneneeenerr 2,524.76 
(wepreciation disallowed .......:2.cs.2-2---- 400.00 
GipmiiverestrCisallOWe —..<...--..-cacerncceenseeserees 250.35 
(GaMmMOC MCSA LOW CC .-n-----n0:-n-c<n-cecereneseeeereees 61.44 3,949.83 


$40,007.19 
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Additional deduetion : 
Mi amlemehloss AlLlOW ed _...22.c-n-ccceseccsoocesecessvescerecs ae Htc. cot 149.20 


PR eME MOTMPEAC JUSTO - .....<acccco-cnanocadaccdeaacasecuegdecssaccacasostesoocccesancoaal $39,857.99 


Explanation of Adjustments 


(a) The deduction of $500.00 claimed in your return against salary 
income for automobile expenses is not allowable under the provisions of 
section 23(a) of the Revenue Act of 1938. 


(b) The amount reported in your return as dividends received from 
Citizens National Trust and Savings Bank is understated $5.00. 


(ec) You failed to report $208.28 interest on savings account at Ver- 
mont and Hollywood Branch of Security-First National Bank. 


(d) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
“—@iandler Trust No. 1’’........ $17,951.66 $17,627.45 $ (324.21) 
“*Chandler Trust No. 2’’........ 8,597.49 11,446.46 2,848.97 
6) $26,549.15 $29,073.91 $2,524.76 


(e) The deduction of $1,125.00 claimed in your return for deprecia- 
tion on warehouse is $400.00 in excess of the amount allowable under 
the provisions of section 23 (1) of the Revenue Act of 1938. 


(f) The deduction claimed for interest is overstated $250.35. 
(g) The deduction claimed for taxes is overstated $61.44. 
(h) A deduction is allowed for your community half of $298.40 
ranch loss, not claimed in your return. 
Computation of Tax 
Taxable Year Ended December 31, 1938 


oer “Does C210 JAN AOS HIME Eee oy oo 20 $39,857.99 
Wessreicorsonal GXCMPtiON ..-..-.---.ccecc.-ceeeeeeceeeseaceese- $2,500.00 

pret tor dependents -...2 2. -..----+--2---2----- 800.00 3,300.00 
ee Momeer(SUrtak Net INCOME) —-.-ncccceccceceennnnne-nennecnencennennecneceeceeeee $36,557.99 
eae MAEMO INCOME CYCCU o-oo cic nana nnn nneen cove neenecenceeseeenee 1,264.00 


iecrmesme subject to normal tax .........--.-..--.-------------seeneensceeconoee $35,2090o 
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Nowmal tax of 4% on $35,293.99) o.oo. cscsesceeeteee $1,411.76 
Ub IReON) Ge0,00 1.99 we cco 4,337.18 
phos ANG GIG TAX, 35.205. 28st ss-cee cre ee $ 5,748.94 
legs: Income tax pald/at SOUTCE: 2. cece ce 2.50 
@orrect income tax lialiitye: .i..cmee eee eeretes eee $ 5,746.44 
Income tax assessed : 

Original, account No. 204920 2 toe eee 4,797.77 
Weiciency of Income tax 22s es ee ee $ 948.67 


Adjustments to Net Income 
Taxable Year Ended December 31, 1939 


iNet amcome as disclosed by return =. -. eee $44,140.69 
Additional income and unallowable deductions: 

(a) Compensation for Services ................2.-0- $ 2,547.19 

Go) simteréstoreceived’ 22. 0..en s 45,863.20 

CC@)) AU TEUUSTE: SWAY COVIN Ee eeeenereneneeeneee 3,686.74 

(d) Depreciation disallowed .....................-...-0 Doren 

(@)) Interest disallowed ...2.2.2222. 22 240.57 

(is Faxes’ disallowed 2.42.20 147.23 52,510.30 
NOV) 5 SGN ior te cRNA Ee a) oe... $96,650.99 
Additional deduction: 

Geechee cl logs: 2./oe eo eee 860.82 
INGtINCOMIG ACJ USER siccensescdseeec tee eee $95,790.17 


Explanation of Adjustments 


(a) You failed to report your community half of $5,094.38 fees re- 
ceived by your husband as Administrator of Estate of Frances Chan- 
dler Kirkpatrick, Deceased. 

(b) This represents $45,667.76 interest constructively received on 
‘‘Vermejo Club’’ note and $195.44 interest received on savings account, 
not reported in your return. 


(ec) Income from ‘‘Chandler Trust No. 1”’ and “‘Chandler Trust 


No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction ) 
““Chamdler Trust No. 1’’........ $21,560.46 $21,219.02 $ (341.44) 
‘Chandler Trust: No. 277... 8,389.89 12,418.07 4,028.18 


Gite) ee ake $29,950.35 $33,637.09 $3,686.74 


vs. May Chandler Goodan, et al. 13 


_ (da) The deduction of $750.37 claimed in your return for deprecia- 
tion on warehouse is $25.37 in excess of the amount allowable under the 
provisions of section 23(1) of the Internal Revenue Code. 


(e) The deduction claimed for interest is overstated $240.57. 
(f) The deduction claimed for taxes is overstated $147.23. 
(¢) A deduction is allowed for your community half of $1,721.63 
ranch loss, not claimed in your return. 
Computation of Tax 
Taxable Year Ended December 31, 1939 


impeOme AGJUStEC ._......-....-.-.c.asscessncesencoenscecnensncssceseeseneeesecs $95,790.17 
Weeeerersonal CXCMption -................-.-.c-ce-ccecesoenees $ 2,500.00 
Wredit for dependents ............-...:.e..seccsssece-- 800.00 3,300.00 
ie amees(curtax net INCOME) ....................-c-seeccsceceecccencecenonneneeaes $92,490.17 
ee cree mired INCOME Credit ............--......-.-.--.ccnseeenencecceecscesescese 1,400.00 
ivemiucome subject to normal tax ................-.--.--c0c.eeeeecesscsens $91,090.17 
ommaltax at 4% on $91,090.17 ...............-----c0- $ 3,643.61 
USES nL GIN 2 2 TC rrr 25,869.59 
WU AN oon coc sca: can cane cnecovaccsendenccessacendssndcencneeete eee eae $29,513.20 
Mourcevimeome tax liability .................--.:0clce.s-s.-0e-eenssecreeeeenee $29,513.20 
Income tax assessed : 
Brea eaecount No. 202525 .occccccccoececee eet cee 6,903.65 
ederemoyror income tax ......2M eee eee $22,609.55 


Adjustments to Net Income 
Taxable Year Ended December 31, 1940 


Miomacome as disclosed by return —-.2-- eee $58,812.10 
Additional income and unallowable deductions: 

(pmetrst COME <.2.2522.c:.-..-----. eee $3,690.42 

(oymiepreciation disallowed ..........-.-............. 314.49 

ome tethematical error ........-.<.--csccccceeeeeee 50.00 

(aye Contributions disallowed .....................---- 260.00 

fepemicsterest disallowed —........-.:-c2:ceeneees 438.83 

Gigmeixes disallowed .....--...ce-e-c-cececcceceenseet- 671.63 5,425.37 
tees a Cpe PN $64,237.47 
Reductions in income: 

Wevmlinterest received ..........--<c.:cccqs eres $ 403.72 

MMe LOSS) -..-..--------.nsceeczesc neers nnn 1,417.42 1,821.14 
PieMIACOME ACZUSECA ........-.---------c2c-nneeen--nenneceneeeeenenee cena nennenectn ene $62,416.33 


14 Commissioner of Internal Revenue 


Explanation of Adjustments 


(a) Income from ‘‘Chandler Trust No. 1’’ and ‘“‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction ) 
‘Chandler Iimst No, 1 —_.- $23,314.74 $22,977.42 $ (337.32) 
‘*Chandler Trust No. 2’’........ 9,385.93 13,413.67 4,027.74 
PROVE eet ees css ona eee $32,700.67 $36,391.09 $3,690.42 


(b) The deduction of $750.38 claimed in your return for deprecia- 
tion on warehouse is $25.88 in excess of the amount allowable under the 
provisions of section 23(]) of the Interna] Revenue Code, and similarly 
the deduction of $460.87 claimed for depreciation on property used in 
**Goodhue’s’’ business is excessive in the amount of $288.61. 


(c) As a result of a mathematical error the net income reported in 
your return from the operation of ‘‘Glendale Furniture Co.’’ and 
““Goodhue’s’’ is understated $50.00. 


(d) The deduction claimed for contributions includes an amount 
of $260.00 not allowable under the provisions of section 23(0) of the 
Internal Revenue Code. 


(e) The deduction claimed for interest is overstated $438.83. 
(£) The deduction claimed for taxes is overstated $671.63. 


(g) The total of the interest on savings accounts added to income 
under adjustment (c) for 1938 and (b) for 1939 is here eliminated from 
income. 


(h) A deduction is allowed for your community half of $2,834.83 
ranch loss, not claimed in your return. 
Computation of Tax 
Taxable Year Ended December 31, 1940 


PC TMEMCOMEG ACIUSEC ....c-<-<ccnseececsccssce cs -eee eerste ee $62,416.33 
Wess Personal OXCMPLION: ..c.....0-<0.-scceeeieee oe $ 2,000.00 

(recat 10 COPCMOeCNtS ...ccceacec eres 800.00 2,800.00 
ialeacer(suetax net 1NCoMme) -..-------..--ccaceeserer eee $59,616.33 
diese lated MCOMe Credit. ....-.-.------ccesteee-secoeeesseeeee se 1,400.00 
Netsmeame subject to normal tax ..........--. ee $58,216.33 
Normal tax at 4% on $58,216.33 —_......--.-cesceceees $ 2,328.65 


SS TTT SPIED) 0 OOOO oe sccccerccevnecctenczessceatasecseeszceeerensa 16,011.19 
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(icramiormal tax and surtax .....................c00N................ua8 $18,339.84 
Wirremse tax (10% of $18,389.84) oon. ecscoccecceccencececneneoneceneeeeee 1,833.98 
0 G0 te $20,173.82 
MP omreer come tax liability —_.........cecccoccasceocoecneccoscseseueseeecseececeee $20,173.82 
Income tax assessed : 

Srieimal, account No. 202505 ....-.-..ccccccoosscececsecsecee-eoceceoeocesece 18,276.19 
MEE etey OL INCOME AX ..............-.eccecc-cococecccecceseceeeesecesseseesecassece $ 1,897.63 


Adjustments to Net Income 
Taxable Year Ended December 31, 1941 


Net income as disclosed by return ..0........-ccccecc-c-cecccececeececeseeeeece $64,349.14 
Additional income and unallowable deductions: 

(a) Depreciation disallowed ...........-cecccccecceoee- $ 601.18 

(b) Long-term capital loss disallowed .............- 688.47 

MepMUSE WVIGOMMC -........--.-----<--..-----0-eececersoronneczems 1,702.23 

Ciminterest disallowed ..................-....-.-0--..-- 180.93 

Meyer aces Cisallowed .................ececcscceccesccone-coeee 168.57 3,341.38 
(Oe cysascecate cc crc rrr Ses ac $67,690.52 
Additional deduction: 

PNM CMOLOSS. 22... c2o cscs ees. -ncencsecvencesevecdeocsnecseusletiersesveses ee $98.72 
Bee OMe AC JUSTE -............-..-...-..0-c---nncceeneeseeee ne sees $66,791.80 


Explanation of Adjustments 


(a) The deduction of $750.38 claimed in your return for deprecia- 
tion on warehouse is $25.88 in excess of the amount allowable under 
the provisions of section 23(1) of the Internal Revenue Code, and simi- 
larly the deduction of $1,059.23 claimed for depreciation on property 
used in ‘‘Goodhue’s’’ business is excessive in the amount of $575.80. 


(b) Your community half of long-term capital loss from the sale 
of 700 shares of Citizens National Trust and Savings Bank Stock has 
been determined as $7,287.95, in lieu of $7,976.42 claimed in your 


return. 
(c) Income from ‘‘Chandler Trust No. 1’? and “‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 
your return to you (reduction) 


SChandler Trust No. 1”’........ $23,311.10 $2250 (al $ (333.93) 
S@handler Trust No. 2’’........ 10,527.69 12,563.85 2,036.16 


© TN SLL sob escacee 6 eo $33,838.79 $35,541.02 $1,702.23 
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(d) The deduction claimed for interest is overstated $180.93. 
(e) The deduction claimed for taxes is overstated $168.57. 
(f) A deduction of $1,040.67 is allowed for your community half of 


ranch loss, in lieu of $141.95 claimed in your return. 


Computation of Alternative Tax 
Taxable Year Ended December 31, 1941 


UN@E THGOME adjusted: 8. .0 2 see oe $66,791.80 
nlns: Nepaone-termcanitall oss. eee 10,496.50 
Ordinaryanet WMC OMCs. coce aie clon se ee $77,288.30 
dbess: Personal exemption. = 5. $ 1,500.00 

Credit tor dependents =n 433.33 1,933.33 
Balance (surtaciiet income) 222. ee $75,354.97 
lbess: Warned income credit 2.2.2 1,400.00 
Net mcome subject to normal tax 20.22. c cscs cee ses ec $73,954.97 
Normal tax at 490m $1395.07... $ 2,958.20 
ROU CON 10, Soe eet ee ee 34,246.53 
PEeU GLE PAX. ooccorteceveetsesciiis sek. os ae $37,204.73 
Minus: 30% of net long-term capital loss ........-....---.-...2---sse0-- 3,148.95 
MAME O TIVE CL VG CAN: cc ccccc cc scee os ees ee $34,055.78 


Computation of Tax 
Taxable Year Ended December 31, 1941 


PN bein CGOMme ACVUSLCO. 2c. -.202-0 ee eeeeeeec ee $66,791.80 
less slersonal exemption ..-.2..28 $ 1,500.00 
Sredit tor dependents. ..2secqee ee 433.00 92ers. 
Ralance (surtax net Income) <......<c.2c.2cccercccceeene se $64,858.47 
AGessee Warned income credit. .......-s<cccsc2- cee 1,400.00 
Net income subject, to normal. tasxiz.........-.2---20:.<2-.2----- eee $63,458.47 
Normal tax at 4% on $63,458.47... eset $ 2,538.34 
Selb (OL) SIG): RCH tone of i eine nenereeyee 27,946.50 
Ly 1 occ cas gcnancGeenseeeeedece soracedeeleee se $30,484.84 
SNIRWETEARIEIN RE) WBS cago ere $34,055.78 
(Clareraarer siraearmavs (hess WA OMIM? aeeseeeetee cee eee cccccecrcorocccccensceccance $34,055.78 
Income tax assessed : 
Originaly account NO, 381075 ......-2..2.--.<.cse ee 32,709.01 
Deficiency of micometax 5.2.5... $ 1,346.77 


Received and filed Sept. 27, 1943, T.C.U.S. 
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Docket No. 30838. 


ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau of 
Internal Revenue, for answer to the petition of the 
above-named taxpayer, admits and denies as follows: 


land 2. Admits the allegations contained in 
paragraphs 1 and 2 of the petition. 


3. Admits that the taxes in controversy are in- 
come taxes for the calendar years 1938 to 1941, in- 
clusive, but denies that the total of the proposed de- 
ficiencies aggregating $26,802.62 is in controversy; 
denies the remainder of the allegations contained in 
paragraph 3 of the petition. 


4. (a) to (e), inelusive. Denies that the re- 
spondent erred as alleged in subparagraphs (a) to 
(e), inclusive, of paragraph 4 of the petition. 


5. (a) and (b). Admits the allegations con- 
tained in subparagraphs (a) and (b) of paragraphs 
5 of the petition. 


(c). Admits that petitioner in her income tax 
return for 1938 reported $8,597.49 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable by petitioner from said 
source was $11,446.46, and accordingly increased the 
taxable net income reported by petitioner by $2,- 
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848.97. Denies that respondent’s determination was 
erroneous and denies the remaining allegations con- 
tained in subparagraph (c) of paragraph 5 of the 
petition. 


(d). Admits that petitioner in her income tax 
return for 1939 reported $8,389.89 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable by petitioner from said 
source was $12,418.07, and accordingly increased the 
taxable net income reported by petitioner by $4,- 
028.18. Denies that respondent’s determination was 
erroneous and denies the remaining allegations con- 
tained in subparagraph (d) of paragraph 5 of the 
petition. 


(e). Admits that petitioner in her income tax 
return for 1940 reported $9,385.93 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable by petitioner from said 
source was $13,413.67, and accordingly increased the 
taxable net income reported by petitioner by $4,- 
027.74. Denies that respondent’s determination was 
erroneous and denies the remaining allegations con- 
tained in subparagraph (e) of paragraph 5 of the 
petition. 


(f). Admits that petitioner in her income tax 
return for 1941 reported $10,527.69 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable by petitioner from said 
source was $12,563.85, and accordingly increased the 
taxable net income reported by petitioner by $2,- 
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036.16. Denies that respondent’s determination was 
erroneous and denies the remaining allegations con- 
tained in subparagraph (f) of paragraph 5 of the 
petition. 


(g). Denies the allegations contained in subpara- 
graph (g) of paragraph 5 of the petition. 

6. Denies each and every allegation contained 
in the petition not hereinbefore specifically admitted 
or denied. 


Wherefore, it is prayed that the determination 
of the Commissioner be approved. 


/s/ J. P. WENCHEL, 
Chief Counsel, Bureau of 
Internal Revenue. 


Of Counsel: 
B. H. NEBLETT, 
Division Counsel. 


HAROLD D. THOMAS, 
Special Attorney, 
Bureau of Internal Revenue. 


Received and filed Nov. 17, 1943. T. C. U.S. 
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[Title of Tax Court and Causes. | 


Docket Nos. 3033, 3036, 3037, 3038, 3039, 3040, and 
3041. 


STIPULATION OF FACTS 


It is hereby stipulated and agreed by and between 
the parties hereto, through their respective coun- 
sel, as follows: 


(1) Chandler Trust No. 2 was created on June 
26, 19385, by the execution of a Trust Agreement, a 
photostat copy of which is attached hereto, marked 
‘‘Exhibit 1-A’’ and made a part hereof. At no 
time since its execution has said Trust Agreement 
been altered, amended or modified. 


(2) At the time said Trust Agreement was 
executed, one of the Trustors, Marian Otis Chan- 
dler, conveyed to the Present Trustees and their 
successors two certificates representing 16,536 shares 
of stock of Chandis Securities Company; and each 
of the other seven Trustors conveyed to the Present 
Trustees and their successors a certificate repre- 
senting 50 shares of stock of The Times-Mirror 
Company and two certificates representing 2,694 
shares of stock of Chandis Securities Company. 


(3) Said certificates of stock were endorsed by 
the respective Trustors on June 27, 1935, and de- 
livered to The Times-Mirror Company and Chandis 
Securities Company for cancellation, and a new 
certificate representing 350 shares was issued by 
The Times-Mirror Company and a new certificate 
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representing 35,394 shares was issued by Chandis 
Securities Company in the names of and delivered 
to the Trustees on June 27, 1935. From that date 
to the present time, said certificates have been kept 
by the Trustees. 


(4) The total property owned by the trust dur- 
ing the taxable years consisted of (a) a small 
amount of principal cash ($607.83 during 1938 and 
1939, and $7.83 during 1940 and 1941), (b) 350 
shares of stock of The Times-Mirror Company, 
(c) 35,394 shares of common stock of Chandis (Se- 
eurities Company), and (d) shares of preferred 
stock of Chandis (Securities Company) as follows: 
December 31, 1937, 884 shares; December 31, 1938, 
1,591 shares; December 31, 1939, 2,304 shares; De- 
cember 31, 1940, 3,011 shares; and December 31, 
1941, 3,541 shares. 


(5) The gross cash receipts and expenditures 
of the trust for each of the taxable years were as 
follows: 


Gross 
Cash Receipts 1938 1939 1940 1941 


Dividends on Times- 

Mirror Co. stock....$26,950.00 $32,375.00 $35,000.00 $35,000.00 
Dividends on Chandis 

Securities Co. stock 62,918.30 54,343.81 62,501.23 77,692.39 


 .  _—_—_ $89,868.30 $86,718.81 $97,501.23 $112,692.39 


Expenditures 


Office Expense .......... $ 303.40 $ 295.80 $ 299.86 $ 295.80 
California State 
Income Tax ......-..- 6,292.08 4,420.00 4,420.00 4,617.76 


Ob) $ 6,595.43 $ 4,715.80 $ 4,719.86 $ 4,913.56 
C6) oo ——, $83,272.87 $82,003.01 $92,781.37 $107,778.83 


22 Commissioner of Internal Revenue 


The office expenses set forth above represented 
compensation paid for part-time clerical services 
in keeping the trust’s books and records. 


(6) During the taxable years the trust received, 
as taxable stock dividends on its Chandis Securities 
Company common stock, the following number of 
shares of Chandis Securities Company preferred 
stock: 1938—707 shares; 1939—707 shares; 1940— 
707 shares; 1941—530 shares; which shares had a 
fair market value equal to their par value, or $70,- 
700.00 for the shares received during each of the 
first three years and 853,000.00 for the shares re- 
ceived during the year 1941. Attached hereto as 
‘‘Eixhibit 2-B’’ and ‘‘ Exhibit 3-C,”’ respectively, are 
a photostat copy of the minutes of the meeting of 
the Board of Directors of Chandis Securities Com- 
pany held on December 6, 1937, and a copy of one of 
the letters, dated September 20, 1937, referred to 
therein. 


(6a) Respondent does not admit or concede by 
anything contained in this stipulation that there was 
in fact a valid trust and no statement hereim con- 
tained shall be construed to mean that a valid trust 
existed. 


(7) The net cash income distributable and dis- 
tributed under the terms of the Trust Agreement 
to the respective beneficiaries, reported by said bene- 
ficiaries in their respective Federal income tax re- 
turns and upon which they paid individual income 
taxes, was as follows: 
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1938 1939 1940 1941 
Marian O. Chandler..$26,442.77 $23,273.78 $27,079.86 $ 34,085.00 
May C. Goodan.......... 8,118.59 8,389.89 9,385.93 10,527.69 


Ruth C. Williamson.. 8,118.59 8,389.89 9,385.93 10,527.69 
Helen C. Garland...... 8,118.59 8,389.89 9,385.93 10,527.69 
Harrison Chandler... 8,118.59 8,389.89 9,885.93 10,527.69 
Philip Chandler ...... 8,118.57 8,389.89 9,385.93 10,527.69 
Norman Chandler .... 8,118.59 8,389.89 9,385.93 10,527.69 
Constance C. Crowe.. 8,118.58 8,389.89 9,385.93 10,527.69 


ho) $83,272.87 $82,003.01 $92,781.37 $107,778.83 


(8) During each of the taxable years the trust 
paid the following Federal income taxes with cash 
contributed therefor by the petitioners in accordance 
with their respective interests in the trust: 


1938—827,220.00 
1939-—$17,942.00 
1940—$17,942.00 
1941—$26,404.00 


Said income taxes were computed on the taxable 
stock dividends received by the trust during the 
preceding year. 


(9) The following table shows the relationships 
and the ages at June 26, 1935, of the individuals 
named in Article IV of the Trust Agreement: 


Name Relationship Ages at 6/26/35 
Marian Otis Chandler 68 
Wave |Goodan.................... Daughter 42 
Constance Chandler .......... Daughter 39 
Ruth C. Williamson............ Daughter 37 
Harrison G. O. Chandler....Son 32 
Norman Chandler .............. Son 20 
Helen C. Garland................ Daughter 28 


nen handler .................- Son 28 


24 Commissioner of Internal Revenue 


Name Relationship Ages at 6/26/35 


Harry ©. Kirkpatrick:....... Son of Frances C. Kirkpatrick, 
deceased daughter of 
Marian Otis Chandler 16 
Marian Kirkpatrick ........ Daughter of Frances C. 
Kirkpatrick, deceased 
daughter of Marian 


Otis Chandler 12 
Rut we Goodan =...) Daughter of May C. Goodan 18 
William Goodan ............. Son of May C. Goodan 16 
Wouglas Goodan 22. Son of May C. Goodan 12 
Jean Goodan. ............-------- Daughter of May C.Goodan 8 
Camilla Chandler ............ Daugh. of Norman Chandler 10 
Otis Chandler 22222222. Son of Norman Chandler 7 


Warren B. Williamson ....Son of Ruth C. Williamson 6 
Chandler Williamson ...... Son of Ruth C. Williamson 5) 


Susan Williamson ............ Daugh. of Ruth C. Williamson 5 
Norman B. Williamson ....Son of Ruth C. Williamson 3 
Gwendolyn Garland ........ Daugh. of Helen C. Garland 2 mo. 


(10) All of said individuals are living at the 
present time except Chandler Williamson, who died 
in June, 1943. 


(11) Ata meeting held by the Trustees on June 
26, 1935, Marian Otis Chandler was chosen Chair- 
man and Constance C. Crowe was chosen Secretary 
of the trust, which positions they still occupy. 


(12) The principal business of The Times-Mir- 
ror Company is and since 1881 has been the publi- 
cation of ‘‘The Los Angeles Times,’’ a newspaper 
with daily morning and Sunday editions. It has 
one class of stock, of which 5,760 shares were out- 
standing during the taxable years and for more than 
ten years prior to June 26, 1935. At all times since 
1884 a majority of the stock of The Times-Mirror 
Company has been owned, directly or indirectly, 
by the father of Marian Otis Chandler, General 
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Harrison Gray Otis, and his descendants. Imme- 
diately prior to the creation of the trust on June 
26, 1935, shares of stock of The Times-Mirror Com- 
pany were owned as follows: 


Name of Stockholder No. Shares 
Prarian Otis Chemdber.......2.c.sc.c...._..-.... 1,634 
Rie ee MCT OOC AN ee... -cvwccccocse sve cnsnseneueuene neers 50 
Stee awa SOn! eee 50 
Helelenim@®, Garlianell <.......-------+:2cecee-secccecsceee esse 50 
Hamrison GaOy Chandler 2220... 50 
Pikcblipe (Che ait ese Aaa eS 50 
Constance Cliandler =... ee 50 
Norman, Olona eee ccceceeee eee 100 
Estate of Frances C. Kirkpatrick .................... 50 
Pea rea atesy gl eI UNCUT et scone cpcceccedestecdasasen-ovecosieente 3 
Chandis Securities Company .....................1--- 1,935 
"VUINGISS Sacer, aan ee 1,738 

TONG ee ee 5,760 


(13) Chandis Securities Company, which was a 
personal holding company during the years involved 
herein, was organized in 1916. On June 25, 1935, 
its outstanding stock consisted of 38,288 shares of 
common stock. Of these, Marian Otis Chandler 
owned 16,536 shares, her seven living children and 
the estate of her deceased daughter each owned 2,- 
694 shares, and Harry Chandler owned 200 shares. 
Preferred stock of Chandis Securities Company was 
first authorized and issued in 1937, and on Decem- 
ber 31, 1941, there were 5,954 shares of such pre- 
ferred stock outstanding. 


(14) In the event it is finally determined that 
the stock dividends are not taxable to the petitioners, 
the parties hereby stipulate and agree that there 
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are deficiencies or overpayments in Petitioners’ in- 
come taxes for the taxable years as follows, and that 
the Court may enter its decisions accordingly (Note: 
parentheses represent overpayments) : 


Taxpayers 1938 1939 1940 1941 
May C. Goodan ............ $317.48 $20,482.24 ($50.91) $240.32 
Marian Otis Chandler..21,301.69 42.61 184.38 626.45 
Norman Chandler ...... 4,592.52 918.09 1,218.56 1,840.23 
Philip Chandler .......... (13.79) 407.21 300.00 1,209.86 
Constance C. Crowe .... 1,577.88 938.28 1,286.73 700.51 
Helen C. Garland ........ 133/038 59.22 §©©582.38 16.20 
Ruth C. Williamson .... 96.65 I5ea.02 (48.66) 234.79 


It is further stipulated and agreed, and the Court 
may find as part of its decisions, that the deficiencies 
in amounts above stated were paid by the respective 
petitioners to the Collector of Internal Revenue at 
Los Angeles, California, on December 31, 1946, with 
the following exceptions: in the case of May Chan- 
dler Goodan part payment of the deficiencies for 
the years 1938 and 1939 were made on June 30, 1944, 
in the amounts of $236.42 and $20,294.44, respec- 
tively, and the deficiency for 1941 has not been paid; 
in the case of Philip Chandler the deficiencies for 
the years 1939 to 1941 in the total amount of $1,- 
917.07 have been reduced by the overpayment for the 
year 1938 of $13.79 and the net amount of $1,903.28 
was paid on December 31, 1946; and in the case of 
Ruth Chandler Williamson deficiencies for the years 
1938, 1939 and 1941, less an overpayment for the 
year 1940, were paid on December 31, 1946, as fol- 
lows: 


vs. May Chandler Goodan, et al. 27 


| a ee 2 ee $ 96.65 
LUC cee ne See ements 5,290.50 
lic | i iisenetoti came 234.79 

$5,621.94 
IS) RS nner 22 Seen 48.66 
IMetyamounitgnaldi.... er ee ee $5,573.28 


It is further stipulated and agreed, and the Court 
may find as part of its decisions, that the overpay- 
ments above stated were made within three years 
before the mailing of the notices of deficiency or the 
filing of the petitions or the execution of consents 
under the provisions of section 276(b) of the In- 
ternal Revenue Code or the Revenue Act of 1938, 
and that the notices of deficiency were mailed, the 
petitions were filed, or the consents were executed 
within three years from the time the returns were 
filed. (Section 322(d) of the Internal Revenue Code 
and the Revenue Act of 1938, as amended by Seec- 
tion 169(b) of the Revenue Act of 1942 and Section 
509 of the Revenue Act of 1943). 


(15) It is further stipulated and agreed that in 
the event it is finally determined that said stock 
dividends are taxable to the petitioners, there are de- 
ficiencies in income tax, and the Court may enter 
its decisions, as follows: 


Taxpayers 1938 1939 19-40 1941 
May ©, Goodan .............. $1,576.30 $23,616.73 $2,840.34 $2,870.16 
Marian O. Chandler ......41,554.138 18,165.50 19,354.75 15,314.93 
Norman Chandler ........ 6,698.41 3,307.41 4,340.27 4,551.00 
Pip Chandler ............ 1,180.61 1,657.10 2,665.96 3,596.95 
Constance C. Crowe ...... 2,942.21 2,398.13 3,726.33 3,006.68 
Helen C. Garland .......... 1,829.88 1,394.51 2,815.69 2,230.25 


Ruth C. Williamson ...... 1,635.51 38,188.12 2,613.58 2,864.63 
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The Court may also find that a portion of said de- 
ficiencies has been paid by the respective peti- 
tioners, in amounts set forth hereinabove. 


(16) It is further stipulated and agreed that 
there is no penalty liability under Section 293(a) 
of the Revenue Act of 1938 for the taxable year 
1938 in the case of petitioner Norman Chandler, 
Docket No. 3037. 


Dated April 26, 1948. 
/s/ CALDER MACKAY, 
/s/ ARTHUR McGREGOR, 
/s/ HOWARD W. REYNOLDS, 
/s/ ADAM Y. BENNION, 


/s/ WILLIAM GALBALLY, JR., 
(Representing May Chandler Goodan), Counsel for 
Petitioners. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Coun- 
sel for Respondent. 


Filed at hearing April 26, 1948. T. C. U.S. 
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Docket Nos. 3033, 3036, 3087, 3038, 3039, 3040, 3041. 
Promulgated May 23, 1949. 


In 1935 eight individuals transferred individually- 
owned stock in two corporations in trust and di- 
rected the trustees to pay their pro rata share of 
trust income to themselves for life, then to their re- 
spective spouses, then to their issue, and then to 
their heirs until termination of the trust, at which 
time the trust corpus was to go to their issue, if 
any, and then to their heirs-at-law. The trust was 
to terminate upon the death of the survivor of 21 
named individuals ranging in age from 68 years to 
two months and including the eight trustors. Each 
trustor reserved a power of appointment of his share 
of trust income and principal after his death. Cash 
net income was to be, and was, distributed to the 
life tenant-trustors during the taxable years and 
the income tax due thereon was paid by them. Tax- 
able stock dividends received by the trust during 
each of the taxable years was reported as trust in- 
come and the income tax paid thereon. A provision 
of the trust agreement required stock dividends to 
inure to principal. Respondent determined that the 
taxable stock dividends constituted income to the 
life tenant-trustors for the reason that no valid trust 
was created, or sections 22(a), 166, or 167 of the 
Revenue Act of 1938 and the Internal Revenue 
Code applied. Held, the trust created herein was 
a valid trust under the laws of California, following 
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Bixbyev. California Trust Co., 190 P. (2d) sak 
and Gray v. Union Trust Co. 154 P. 306. 

Held, further, sections 22(a), 166 and 167, supra, 
are inapplicable, following Commisioner v. Bateman, 
127 Fed. (2d) 266, affirming 43 B. T. A. 69, and dis- 
tinguishing Helvering vy. Clifford, 309 U. S. 331. 


WILLIAM GALBALLY, JR., Esq., 
A, CALDER MACKAY, Esq., 
ADAM Y. BENNION: Esc., 

For the Petitioners. 


B. HW. NEBLETT, Hsq,, 
For the Respondent. 


OPINION 
Arnold, Judge: 


These consolidated cases involve income tax de- 
ficiencies as follows: 


Docket 

No. Petitioner 1938 ao 1940 1941 
3033—Mayr C. Goodan .......... $ 948.67 $22,609.55 $1,897.63 $1,346.77 
3036—Marian O. Chandler....65,870.01 8,995.62 14,114.00 7,755.73 
3037—Norman Chandler ...... 5,861.44 3,162.91 4,506.34 9,382.14 
30388—Philip Chandler ........ 1,263.60 ‘Wori-23  oSsainuealeds 
3039—Constance C. Crowe.... 2,456.66 2,066.75 3,106.89 1,866.62 
3040—Helen C. Garland........ 11ss81S 1,028:6$ 20Sfs7 935.39 
30H1-—Rauth C) Williamson... 937-67 260892 Iisio0 Goes 


The parties stipulated that there is no penalty 
liability under section 293(a), Revenue Act of 1938, 
for the taxable year 1938 in Docket No. 3037. 

Numerous issues have been settled by the parties 
with the result that a single issue, common to each 
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case for each taxable year, remains for decision, 
namely, whether certain taxable stock dividends re- 
ceived by a trust are taxable to the trust or to its 
grantors, seven of whom are petitioners herein. 

The parties have stipulated the amount of the de- 
ficiency in each case for each taxable year if we de- 
cide the sole issue in favor of the respondent. The 
parties have also stipulated the amount of the de- 
ficiency or overpayment in each case for each taxable 
year if we decide the sole issue in favor of the peti- 
tioners. The parties have stipulated all facts 
deemed pertinent hereto. Their stipulation is in- 
corporated herein by reference and the pertinent 
facts hereinafter summarized. 

The income tax returns for the years involved 
herein were filed with the collector of internal reve- 
nue for the sixth district of California. 

The trust involved herem, Chandler Trust No. 2, 
was created on June 26, 1935, by the execution of 
a trust agreement. The petitioners herem and 
Harrison G. O. Chandler executed the agreement 
as trustors and as trustees. At no time since its 
execution has the trust agreement been altered, 
amended or modified. 

Marian Otis Chandler is the mother of Harrison 
G. O. Chandler and the other six petitioners. At 
June 26, 19385 she was 68 years of age, her children 
ranged from 42 to 28 years of age, and her 13 grand- 
children from 18 years to two months. All of the 
said individuals are living at the present time, ex- 
cept one grandchild, who died in June, 1943. 

At the time the trust agreement was executed 
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Marian Otis Chandler conveyed to the present 
trustees and their successors 16,536 shares of stock 
of Chandis Securities Company, hereinafter re- 
ferred to as Chandis. Each of the other seven trus- 
ters conveyed to the present trustees and their suc- 
cessors a certificate representing 50 shares of stock 
of The Times-Mirror Company, hereinafter referred 
to as The Times, and two certificates representing 
2,694 shares of stock of Chandis. 

The certificates of stock were endorsed by the 
respective trustors on June 27, 1935 and delivered 
to The Times and Chandis for cancellation. A new 
certificate representing 350 shares was issued by The 
Times and a new certificate representing 35,394 
shares was issued by Chandis in the names of, and 
delivered to, the trustees on June 27, 1935. From 
that date to the present time, the trustees have kept 
the certificates. 

The trust indenture, after specifically naming pe- 
titioners and Harrison G. O. Chandler as “the 
Trustors,’’ as ‘‘the ‘present Trustees’ ’’ and as ‘‘the 
‘present beneficiaries’,’’ provides in part and in 
summary as follows: 


Witnesseth 


That, Whereas the Trustors deem it to be for 
their best interest, and for the best interests of 
The Times-Mirror Company and the Chandis 
Securities Company, that there should be a con- 
tinuity and stability of policy and management, 
and to that end that the interests of each of the 
Trustors in said corporations, as evidenced by 
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the stock severally held by them, be united and 
vested in the Trustees, as hereinafter provided; 
and 

Whereas, the Trustors deem it also to be for 
their best interests that there should be held, 
conserved, administered and eventually dis- 
tributed, according to the terms hereof, those 
assets which are respectively contributed by 
them to the Trust Estate; 


* * * 


Article I of the trust indenture segregates the 
trust corpus into two parts. It provides that one 
part 

* * * shall consist of all of the shares of 
capital stock of The Times-Mirror Company de- 
livered to the Trustees hereunder, and the other 
part shall consist of all of the shares of the 
capital stock of Chandis Securities Company 
delivered to the Trustees hereunder, and such 
division and segregation shall be continued 
throughout the term of this trust. 


The legal and equitable title to the trust estate was 
vested in the trustees and no interest therein ‘‘is, 
or at any time shall be, deemed to be vested in any 
of the beneficiaries hereunder. The interests of the 
beneficiaries shall at all times consist only and sole- 
ly of the right to enforce the due performance of 
this trust.”’ 


Article II deals with the gross income from the 
trust. It provides that gross income from each divi- 
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sion of the trust estate (The Times stock and the 
Chandis stock) shall be charged with the taxes, 
costs, charges and expenses applicable to administer- 
ing, protecting and distributing that portion of the 
trust estate. General and indirect costs, charges and 
expenses were to be allocated to the two parts as the 
trustees determined. 


Article III deals with the distribution of the net 
income. It provides that the ‘‘entire net income re- 
ceived from the trust estate and available in cash 
for distribution, shall be paid in monthlv, quarterly, 
or other convenient installments’’ as the trustees 
may from time to time determine the net income 
from The Times stock to be distributed in equal 
shares to the seven individuals who contributed that 
stock and the net income from the Chandis stock to 
be distributed durmg their lives, 16,536/35,394 to 
Marian Otis Chandler and 2,694/35,394 to each of 
the other seven trustors. 


Article ITI also provides as follows: 

There is hereby expressly reserved to each 
of the Trustors, during his or her lifetime, the 
absolute power of appointment and disposition 
of his or her share of the prmcipal and income 
of the Trust Estate after his or her death, the 
same to be exercised not by Will, but only by the 
last written instrument exercising such power 
on file with the Trustees at such Trustor’s 
death. Such power may be exercised, but only 
in the manner herein specified, from time to 
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time, and each exercise thereof may be similarly 
revoked. 


Failing such appointment and disposition so on 
file at the time of trustor’s death, the trust income 
to which a deceased trustor would have been en- 
titled is to be distributed to his or her spouse for 
hfe, then to their issue, if any, then to the living 
heirs of such trustor, during their respective lives 
until termination of the trust. Similarly, the 
trustor’s share of principal upon termination of the 
trust is vested in and distributed to his or her then 
living issue in equal shares, per stirpes, if none sur- 
vived then to the living heirs-at-law, the identity 
and respective shares of which is to be determined 
by California law in force at the time of the 
trustor’s death. 


Article IV provides that the trust ‘‘shall cease 
upon, and in no event shall its duration extend be- 
yond, the death of the last survivor of the follow- 
ing named persons, * * *.’? The 21 persons named 
in the trust indenture were the eight trustors and 
13 grandchildren, whose ages ranged from 68 years 
to two months, as above mentioned. 


Article V, entitled ‘‘As to Trustees,’’ provides 
that when the ‘‘present Trustees’’ shall have been 
reduced to three in number, the survivors shall ap- 
point and constitute additional trustees, so that there 
shall always be, except for temporary vacancies, 
seven trustees until the termination of the trust. 
The additional trustees were to be selected, so far 


36 Comnussioner of Internal Revenue 


as possible, from the then beneficiaries of the trust, 
‘‘oiving preference to those who may be executives 
of’? The Times and Chandis, ‘‘so long as shares of 
stock of the respective companies are held in the 
Trust Estate.’’ Other persons, including a bank or 
trust company, could be selected as additional 
trustees, but a majority of the trustees who were 
at the same time beneficiaries, could remove any or 
all of such other persons. Long continued absence 
from California or the County of Los Angeles, in- 
capacity or inability to act constituted a valid reason 
for removal of any trustee by the remain- 
ine trustees, whether a _ beneficiary or not. 
Except in instances where unanimity or de- 
termination by trustees who are also beneficiaries 
is specifically provided, the decision of a majority 
of the trustees shall be deemed the decision of all. 
The trustees shall choose from their number a chair- 
man and a secretary, one or more special custodians 
of funds or property, and one or more for the eol- 
lection and disbursement of funds of the trust es- 
tate. The trustees were authorized to appoint other 
agents, depositaries, auditors, advisers, brokers, at- 
torneys and other consultants. They were required 
to adopt rules of procedure for their meetings, keep 
records thereof, fix regular places and times for 
meetings with provision for notice thereof, all as 
they may from time to time determine in the efficient 
administration of the trust estate. The books of ac- 
count, minutes of meetings and other records of the 
trust were to be subject to inspection to such extent 
as the trustees may from time to time determine. 
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Article V1, entitled ‘‘ Powers of the Trustees’’, pro- 
vides as follows: 

The Trustees are specifically empowered to re- 
ceive and collect the principal and income of the 
Trust Estate, invest and reinvest the principal 
available therefor, and as hereinabove provided, to 
pay, accumulate, use and apply the income, and at 
the termination of the trust, to distribute the princi- 
pal of the Trust Estate. 

To carry out the express purposes of this trust, 
and in aid of its execution, and the proper adminis- 
tration, management and distribution of the Trust 
Estate, the Trustees are vested with the following 
additional powers and discretions: 


(1) The shares of steck The Times Mirror Com- 
pany, hereinabove described, and the shares of stock 
of Chandis Securities Company, hereinabove de- 
scribed, shall be sold, exchanged or otherwise dis- 
posed of only by the unanimous decision of the pres- 
ent or succeeding Trustees herein named; after the 
present and succeeding Trustees herein named are 
reduced to three in number, by the unanimous deci- 
sion of the Trustees who are then beneficiaries here- 
under ; 


(2) Similar unanimity shall be required for a de- 
termination of the Trustees to borrow upon or 
pledge, or in any manner hypothecate or alienate or 
transfer or otherwise dispose of any interest in or to 
said shares. No portion, or less than the entire num- 
ber of said shares, shall be sold, pledged, or other- 
wise disposed of, except in the event of such emer- 
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gency that such partial disposition shall serve to 
avert the loss of the whole, or to protect the remain- 
ing shares. 

In aid of the determination to be arrived at by 
the Trustees in the situations herein contemplated, 
it is the Trustors’ desire and request that the powers 
herein conferred, which are contingent upon the 
unanmious decision of the Trustees, shall be exer- 
cised only to maintain such a proportionate interest 
as is now represeted in The Times Mirror Company 
and Chandis Securities Company, or in the event 
of an emergency, to protect as much thereof as may 
be possible under such circumstances ; 


(3) It being the desire of all the parties hereto 
that Norman Chandler shall eventually succeed to 
the position of President and General Manager of 
The Times Mirror Company, the Trustees snall vote 
said shares for such Directors as will carry out this 
desire. The unanimous decision of the Trustees shall 
be required in order to vote for such Directors as 
will not choose Norman Chandler as the President 
and General Manager of the Times Mirror Com- 
pany, but if it should be unanimously determined 
that some one other than Norman Chandler shall be 
President and General Manager of The Times Mir- 
ror Company, then a decision by a majority of the 
Trustees shall be sufficient to choose his successor ; 


(4) The unanimous decision of all of the Trustees 
shall be requisite to exercise the following powers 
with reference to the stock of The Times Mirror 
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Company and Chandis Securities Company, so long 
as it shall constitute a part of the Trust Estate: 


(a) To vote for any increase of capitaliza- 
tion of The Times Mirror Company and/or 
Chandis Securities Company, which increase is 
proposed to be sold to the stockholders, or oth- 
ers, and not issued by way of stock dividend; 

(b) To vote for or consent to the incurring of 
any bonded indebtedness or other long term 
loan which requires the approval of stockhold- 
ers, or shall be submitted to them; 


(c) 'To vote for or consent to any new classes 
of stock, or any reclassification of stoek which 
might vary the rights of stockholders as to vot- 
ing or other preferences ; 


(d) To enter into any voting trust or other 
lawful agreement with other stockholders for 
the purpose of concentrating or unifying the 
control of stock of The Times Mirror Company 
and/or Chandis Securities Company, and to de- 
posit shares under such agreement; 


(5) The Trustees, if the shares of stock of The 
Times Mirror Company and/or Chandis Securities 
Company should be sold or otherwise disposed of, 
or if there should be any liquidation, partial or oth- 
erwise, of the assets thereof, or a distribution to the 
stockholders thereof of any proceeds of sale as a re- 
sult of which assets of substantially different char- 
acter are received by the Trustees, then and in that 
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event, but not otherwise, are vested with the follow- 
ing aditional powers and discretions: 


(a) To retain such property and to continue 
to operate any business in conection therewith 
for such time as the Trustees may deem advis- 
able or expedient ; 


(b) To manage, control, sell, convey, ex- 
change, or otherwise dispose of, or partition, di- 
vide, sub-divide, improve or repair such prop- 
erty and in connection with its disposal, to 
grant options and to sell upon deferred pay- 
ments ; 


(c) To borrow upon, mortgage, pledge, or 
otherwise encumber such property; 


(d) To lease such property, or any part 
thereof, for terms extending beyond the dura- 
tion of this trust, and to grant for like terms 
the right to mine, or drill for and remove there- 
from gas, oil and other minerals; 


(e) Respecting bonds, shares of stock and 
other securities, notes, accounts and other 
choses in action, to have and exercise all the 
rights, powers and privileges of an owner, in- 
cluding (though without limiting the foregoing) 
voting, giving of proxies, payments of assess- 
ments and other sums deemed by the Trustees 
to be expedient for the protection thereof, as- 
senting to corporate sales, leases and encum- 
branees, participating in voting trusts and 
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pooling agreements, selling or exercising stock 
subscription or conversion rights, participating 
in foreclosures, reorganizations, mergers and 
liquidations, and in connection therewith depos- 
iting securities with protective or other commit- 
tees, on such terms as the Trustees may deem 
expedient; to sue upon or otherwise enforce 
collection of any note or other obligation, or to 
compromise any claim or demand based there- 
on; 


(f) ‘To invest such principal receipts as are 
in the form of cash in conservative securities 
to such an extent as the Trustees shall deem ad- 
visable or expedient, but such investment of 
eash shall not be limited to conservative securi- 
ties if the Trustees shall deem that any one or 
more of the following courses shall better pro- 
tect the Trust Estate, or shall be more conserva- 
tive as providing for a greater diversification : 


(1) To purchase property, whether real or 
personal, to such extent as the Trustees may 
deem expedient or desirable, as providing pro- 
tection from the possibility of monetary disor- 
ders or securities devaluations or deflations, or 
monetary or other inflation, or to avert or 
lighten onerous taxes or other Governmental 
charges; 


(2) To make such conservative loans or ad- 
vances upon collateral or upon real estate for 
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such term, either within or extending beyond 
the duration of this trust and at such rate of in- 
terest as the Trustees may deem to be for the 
best interests of the Trust Estate; 


The enumeration of those certain powers and dis- 
eretions of the Trustees, as are set out in this Para- 
graph (5) shall not be construed as limiting the gen- 
eral powers and discretions herein vested in the 
Trustees, it being the intent of the Trustors that in 
the events provided for in this Paragraph, the Trus- 
tees shall have, and they are hereby vested with, all 
of the powers and discretions that an absolute owner 
of property has or may have. 


(6) Regardless of the character of the Trust Es- 
tate, the Trustes shall have the following general 
powers and discretions: 


(a) To determine in their discretion what is 
principal of the Trust Estate, gross income or 
net distributable income therefrom; except that 
all bonuses, royalties and recoveries from mines, 
gas or oil leases or wells, all stock dividends and 
proceeds of sale of stock rights and all gain or 
loss which may result from the payment, retire- 
ment or sale of stocks, notes, bonds or other se- 
curities, or on foreclosure or other realization 
upon mortgages and trust deeds, shall inure to 
or fall upon principal, and all cash dividends 
(other than liquidating dividends stated in 
writing to be such by the corporation paying 
the same, or proved to the satisfaction of the 
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Trustees to be such prior to its disbursement 
thereof) shall go to income of the Trust Estate. 
The net income from real property acquired by 
the Trustees on or by acceptance of conveyance 
in lieu of foreclosure, shall go to income of the 
Trust Estate. Brokers’ or other commisions and 
expenses on purchase or sale of trust property 
shall be charged against principal; 


(b) To hold property of the Trust Estate in 
their own names, or in the names of one or more 
of their number, or in the name of their nomi- 
nee, with or without disclosing such fiduciary 
relationship ; 


(c) To appoint or employ servants, including 
agents, auditors, brokers, attorneys and other 
consultants and advisers, and provide for their 
compensation ; 

Any Trustee who is not a beneficiary may re- 
ceive such reasonable compensation for his serv- 
ices as Trustee, as the remaining Trustees may 
agree upon at the time of his or its appoint- 
ment. Any Trustee may be compensated for any 
special or extraordinary or unusual services if 
such compensation shall be agreed upon in ad- 
vance of the rendition of such services; 


(d) The Trustees may maintain and adminis- 
ter the Trust Estate undivided and as a unit, 
and shall not be required to make physical di- 
vision or segregation thereof, except if, when 
and to the extent required to make distribution 
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thereof, as in this trust provided, but the Trust 
Estate shall be deemed to be theoretically di- 
vided into as many units as there are beneficiar- 
ies and in proportion to their respective inter- 
est in the income; 


(e) To allot, partition and distribute the 
Trust Estate for such valuations and according 
to such method or procedure as the Trustees 
may determine upon, and to do so in kind, or 
partly in kind and partly in money, according 
to their valuation thereof ; 


(f) To construe this agreement, and the con- 
struction of the same made in good faith shall 
be final, conclusive and binding upon all bene- 
ficiaries ; 


All diseretions in this trust conferred upon the 
Trustees shall, unless specifically limited, be abso- 
lute and their exercise shall be conclusive on all per- 
sons interested in this trust or the Trust Estate. 

Article VII, entitled ‘‘ Liabilities of the Trustees’’, 
specifies that the trustees assume ho personal liabil- 
ities of the T'rustees’’, specifies that the trustees as- 
sume no personal liability in respect of any action 
taken by them, except for his, her, or its own gross 
negligence or willful misconduct. It also provides 
that any trustee may be a member, shareholder, di- 
rector, officer or trustee of any other corporation, 
firm, trust or association with which the trustees 
may deal; may become pecuniarily interested in any 
matter or transaction to which the trustee may be a 
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party, provided the nature of such relationship is 
fully disclosed to the remaining trustees; may buy 
from, sell to, or deal with the trustees so long as a 
majority of all the trustees have notice of such inter- 
est of such trustee in the transaction and shall ap- 
prove thereof. The trustees shall render to the bene- 
ficiaries an annual statement of receipts, disburse- 
ments and assets as soon after the close of the fiscal 
period as practicable. The approval of such account 
by the adult beneficiaries competent to act consti- 
tutes a full and complete acquittance and discharge 
of the trustees as to the transactions, receipts and 
disbursements reflected therein. 


Article VIII is entitled ‘‘As to Beneficiaries.”’ 
It contains provisions restraining each beneficiary 
from alienating, anticipating, encumbering or in 
other mamner assigning his or her interest, and other 
provisions common to so-called spendthrift trusts. It 
also provides in part as follows: 


If any beneficiary shall, either directly or indi- 
rectly, singly or in conjunction with other persons, 
seek to establish or assert any claim to the Trust Es- 
tate or to the income therefrom except as it herein 
specifiically provided, or shall attempt to impair, in- 
validate or set aside any of the provisions hereof, or 
to have the same or any part thereof declared void 
or diminished, or to defeat or change any part of 
the plan of administration and distribution, as con- 
templated hereby, or shall attempt to settle or com- 
promise, directly or indirectly, either in or out of 
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court, with any persons seeking so to do, or shall 
consent or acquiesce in, or fail to contest such pro- 
ceedings, then and in that event, anything to the 
contrary hereinabove stated notwithstanding, such 
person or persons shall thereupon cease to have any 
further interest or estate hereunder and the interest 
or share which would otherwise have gone to such 
person or persons shall go to augment the share or 
shares of those who shall not have joined in, as- 
sisted, consented to or acquiesced in such proceed- 
ings. 

The beneficiaries hereunder shall have no control 
or authority over the Trustees in any particular 
whatsoever, their entire interest hereunder being to 
receive the income, and at the termination of this 
trust, the principal, in the manner and to the ex- 
tent determined by the Trustees. The acts of the 
Trustees and the powers and discretions herein 
vested, shall, except for lack of good faith, be con- 
elusive upon all beneficiaries hereunder. 


Article IX is entitled ‘‘General Provisions’’. It 
provides that persons dealing with the trustees shall 
not be required to see to the application of the pur- 
chase money or other consideration passing to the 
trustees and were not required to see that the terms 
of the trust were complied with. The provisions of 
the trust agreement are declared to be severable, and 
the adjudged invalidity of any provision was not to 
effect the remaining provisions of the trust agree- 
ment. The concluding paragraph of Article IX pro- 
vided as follows: 
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This agreement and each and every provision 
hereof shall be, and is hereby, declared to be irre- 
vocable and cannot be terminated by the parties 
hereto, by the beneficiaries hereunder, or by any 
court or otherwise, prior to the expiration of its full 
term, as herein fixed ; 

Provided, however, that the Trustors, during 
their joint lives, have reserved, and do hereby re- 
serve, the right by their unanimous agreement in 
writing and filed with the Trustes to modify, amend, 
construe, define or otherwise vary the terms of the 
provisions of Articles II, IZJ, V, VI, VII and IX 
hereof, but no such modification shall be effective, 
directly or indirectly, to change the provisions as to 
the duration of this trust or the initial character of 
the Trust Estate, as provided in Articles I, IV, and 
VIII, the provisions of which last numbered Arti- 
cles shall be in all respects and in each and every 
provision thereof be and remain irrevocable. 

The total property owned by the trust during the 
taxable years consisted of (a) a small amount of 
principal cash ($607.83 during 1938 and 1939, and 
$7.83 during 1940 and 1941), (b) 350 shares of stock 
of The Times, (¢) 35,394 shares of common stock of 
Chandis, and (d) shares of preferred stock of Chan- 
dis as follows: 


Meecimper oh, LOST ..c.:ceteer cee ceceecceecese 88+ shares 
IDeveenamlovere a1, JINR TS) eee 1,591 shares 
erecmmber a lL, 1 a0) Peete eaccse es 2,304 shares 
PCO OT ONO oie cceaccsmeznacsennennnnnen 3,011 shares 


erember ol, POLL 2... on... 3,041 shares 
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The gross cash receipts and expenditures of the 
trust for each of the taxable years were as follows: 


Cross 
Cash Receipts 1938 IGE 1940 1941 


Dividends on 

Times stoek ........ $26,950.00 $32,375.00 $35,000.00 $ 35,000.00 
Dividends on 

Chandis stock .... 62,918.30 54,843.81 62,501.23 77,692.39 


Seach recess se eee $89,868.30 $86,718.81 $97,501.23 $112,692.39 


Expenditures 


Office expense ........ $ 303.40 $ 295.80 $ 299.86 $ 295.80 
California State 


income lax 2 6,292.03 4,420.00 4,420.00 4,617.76 
“10s Reet 28 pe $ 6,595.43 $ 4,715.80 $ 4,719.86 $ 4,913.56 
Nel 2 $83,272.89 $82,003.81 $92,781.37 $107,778.83 


The office expenses set forth above represented 
compensation paid for part time clerical services in 
keeping the trust’s books and records. 

During the taxable years the trust received, as 
taxable stock dividends on its Chandis common 
stock, the following number of shares of Chandis 
preferred stock, which had a fair market value equal 
to its par value: 


Number of Fair Market 
Year Preferred Shares Value 
NOS Siewert se ae 707 $70,000.00 
BIS) OMe ooo cee 107 70,700.00 
HILO) El () eer er 107 70,700.00 
51S) 2) nea se 530 53,000.00 


The trust reported the taxable stock dividends and 
paid income taxes during each of the taxable years 
as follows: 
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SO Oise ar ee pcemmmmetmens $27,220.00 
15), eee aS. eee eR 17,942.00 
sO: _..c eee. eee ee 17,942.00 
1-2) een alee ei Pee 26,404.40 


The income taxes were paid with cash contributed 
by petitioners in accordance with their respective 1n- 
terests in the trust. 

The net cash income distributable and distributed 
under the terms of the trust agreement to the re- 
spective beneficiaries, reported by the beneficiaries 
in their respective income tax returns and upon 
which they paid individual income taxes, was as fol- 
lows: 


1938 1939 1940 1941 
Marian O. Chandler ...... $26,442.77 $23,273.78 $27,079.86 $ 34,085.00 
May C. Goodan ................ 8,118.59 8,389.89 9,385.93 10,527.69 
Ruth C. Williamson ...... 8,118.59 8,389.89 9,385.93 10,527.69 
Helen C. Garland -........... 8,118.59 8389.89 9,385.93 10,527.69 
Harrison Chandler ........ 8,118.59 8,389.89 9,385.93 10,527.69 
Phalip Chandler ..........-..- 8,118.57 8,389.89 9,385.93 10,527.69 
Norman Chandler .......... 8,118.59 8389.89 9,385.93 10,527.69 
Constance C. Crowe .......- 8,118.58 8,389.89 9,385.93 10,527.69 
LOS $83,272.87 $82,003.01 $92,781.37 $107,778.83 


The principal business of The Times is, and since 
1881 has been, the publication of ‘‘The Los Angeles 
Times’’, a newspaper with daily morning and Sun- 
day editions. It has one class of stock, of which 
5,760 shares were outstanding during the taxable 
years and for more than 10 years prior to June 26, 
1935. At all times since 1884 a majority of the stock 
of The Times has been owned, directly or indirectly, 
by the father of Marian Otis Chandler, General 
Harrison Gray Otis, and his descendants. Immedi- 


50 Commissioner of Internal Revenue 


ately prior to the creation of the trust on June 26, 
1935, shares of stock of The Times were owned as 
follows: 


Name of Stockholders No. Shares 
Maw rari Otis: Clea ellie rt org ccereee ew ec ree 1,634 
WML aie C COOGAN = ...2... cree renee eee ee 50 
AF estas ns (Gama ea 3 © 1 ee 50 
EL eler © 2 Grane] cir lien ee ener ener pete eeannnenene nar 50 
Jeb. Gt, O), Cuma ninG Were enone eerecesseereencoserreeeceene 50 
Pihtlip:Chadlie race eer set eee ea 50 
Worms tance Chieti cll] creme naan nnenNnn 50 
ENVGoreria ca (Os Lae iira lle 1c ee 100 
Estate of Prances C. Kirkpatriel: -........-.......-.. 50 
Harry Chandler... ee ee 3 
Chandis Securities'Compaiiy. 1,935 
O1MGTS 28. ee ee 1,738 

Tt a en ES Oe ORT AOU 5,760 


Chandis, which was a personal holding company 
during the years involved herein, was organized in 
1916. On June 25, 1935, its outstanding stock con- 
sisted of 38,288 shares of common stock. Of these, 
Marian Otis Chandler owned 16,536 shares, her 
seven living children and the estate of her deceased 
daughter each owned 2,694 shares, and Harry Chan- 
dler owned 200 shares. Preferred stock of Chandis 
was first authorized and issued in 1937, and on De- 
cember 31, 1941, there were 5,954 shares of such pre- 
ferred stock outstanding. The purpose of Chandis in 
authorizing and issuing taxable stock dividends dur- 
ing the taxable years was to enable it to obtain divi- 
dends paid credits and at the same time retain a 
portion of its earnings in order to liquidate its out- 
standing obligations and those of its wholly-owned 
subsidiary, Southwest Land Company. 
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These consolidated cases present a single question 
of law, namely, whether the taxable stock dividends 
are to be taxed to the trust or to the grantors, seven 
of whom are petitioners herein. The trust reported 
the taxable stock dividends as its income and paid 
the tax thereon. The petitioners reported none of the 
taxable stock dividends in their income tax returns. 
The respondent determined that the dividends should 
be taxed proportionately to the trustors. His de- 
termination accounts for a portion of the deficiency 
of each petitioner in each taxable year. 

A general statement of the opposing positions will 
be helpful in understanding the points hereinafter 
discussed. Respondent’s brief states that 


* * * for practical purposes it must be recog- 
nized that these eight individuals, all members 
of a family, constitute a single group whose in- 
terests are similar, and it is highly artificial and 
unrealistic to pretend that the members of this 
group have three different interests or motives 
when acting in their various capacities as trus- 
tors, trustees, and beneficiaries. These eight in- 
dividuals, seven of whom are petitioners herein, 
have retained, in one capacity or another, either 
as individuals or as a group, all of the import- 
ant attributes of outright ownership of the 
property. 
Petitioners’ position may be briefly summarized 
as follows: Chandler Trust No. 2 was created for 
reasons diametrically opposed to the purposes which 
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prompt the establishment of the Clifford-type trust. 
The eight trustors were adult members of the Chan- 
dler family. They owned certain capital stock out- 
right with all the attributes of ownership. When 
they individually transferred this property to the 
trust, they relinquished many of these attributes of 
ownership. Thereafter, they were no longer outright 
owners of the stock but life tenants with powers to 
appoint the remainders. Thereafter, each was com- 
mitted to suport Norman Chandler for active man- 
agement of The Los Angeles Times during his life- 
time unless all agreed otherwise, including Norman 
Chandler. The purpose of the trust was to surrender 
and relinquish the unlimited rights of ownership 
previously enjoyed by each individual petitioner 
and trustor. 

The first disputed point is whether a valid trust 
was created. Petitioners contend that a valid trust 
was created under the laws of California. They cite 
various California cases in support of their conten- 
tion, most of which are considered in Bixby vs. Cali- 
fornia Trust Co. (1948), 190 P. (2d) 321. Respond- 
ent also cites and relies upon the latter case in sup- 
port of his contention that the trust can be revoked 
by the unanimous action of the eight trustors. Re- 
spondent’s theory, as we understand him, is that 
since the trustors by acting in unison may terminate 
the trust and take down the taxable stock dividends, 
the dividends are taxable proportionately to them. 

Petitioners contend that no one of the trustors, 
nor all of them together, could terminate the trust 
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for the simple reason that it would be impossible to 
obtain the consent of all parties in interest under 
the law of California. The respondent says that ‘‘all 
parties in interest,’’ whose consent must be obtained 
under California law to terminate the instant trust, 
means only the eight individual trustors, trustees, 
and ‘‘present beneficiaries.’’ Our question then is to 
decide whether California law recognizes that there 
are parties in interest other than the eight individ- 
uals aforementioned. 

In the Bixby ease, supra, the trustor created a 
trust the income of which was payable to himself 
for life and upon his death the trustee, California 
Trust Company, was to distribute the trust corpus 
to his heirs-at-law in accordance with the laws of 
succession then in effect in California. Bixby sued 
in equity to terminate the trust, claiming he was the 
sole beneficiary, and as such was entitled in equity to 
a decree of termination. It was stipulated that 
Bixby had a wife, a father, a mother, and sisters 
living. The California court, after a careful consid- 
eration of the decided cases in California and else- 
where, held that Bixby was not the sole beneficiary 
of the trust; that he reserved a life estate in himself 
with contingent remainders to his heirs, who took by 
purchase and not by descent; that until the death of 
the creator no person could answer the description 
of heir; and that the trust could not be terminated 
without the consent of such beneficiaries. 

In the Bixby case no power of appointment was 
retained by the creator or trustor. But in Gray vs. 
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Union Trust Co., 171 Cal. 637, 154 P. 306, the trus- 
tor transferred the property in trust for her hfe- 
time and reserved a power of appointment exercis- 
able by will. The trust agreement provided that in 
default of appointment the trust corpus should go 
to her heirs-at-law according to the laws of succession 
then existing. The trustor was entitled to the net in- 
come. The trust was to terminate at the trustor’s 
death. The trustor sought the aid of equity to termi- 
nate the trust. The California court refused to ter- 
minate the trust holding, inter aha, that the trust 
created vested remainders in trustor’s heirs subject 
to divestiture only upon her exercise of the power of 
appointment by will. The court pointed out that the 
trustee owed precisely the same duty to protect the 
rights of the indeterminable class of beneficiaries as 
to protect the rights of the named beneficiary, the 
trustor. 

These consolidated cases present in each instance 
a situation where one trustor transferred property 
in trust to eight trustees, the income from his pro- 
portionate part of the corpus to be paid to him for 
his lifetime. After his death the income was to go 
to his spouse for life, then to their issue, if any, and 
then to the living heirs of the trustor during their 
respective lives until the trust terminated. The trus- 
tor gave his share of the trust corpus upon termina- 
tion of the trust to his then hving issue in equal 
shares, per stirpes, and if none survived, then to his 
living heirs at law in accordance with the laws of 
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succession of California in force at the time of the 
trustor’s death. 

We are convinced by the cited and other authori- 
ties that petitioners created with the trust vested re- 
mainders in their heirs; that no person answering 
the description of ‘‘heir’’ can be determined until 
the death of the trustor; that under such circum- 
stances it is impossible to secure the consent of all 
parties in interest to a termination of the trust; and 
that in the absence of such consent a court of equity 
would refuse to terminate the trust. 

The power of appointment reserved by each trus- 
tor does not, in and of itself, prevent the vesting of 
the remainders created by the trustor. Section 781 
of the California Civil Code provides specifically 
that a ‘‘general or special power of appointment 
does not prevent the vesting of a future estate lim- 
ited to take effect in case such power is not exer- 
cised.’’ See also Gray and Bixby cases, supra. Any 
exercise of the power of appointment by writing 
filed with the trustees can be revoked by a subsequent 
writing, and it cannot be said until a trustor’s 
death whether trust income and corpus will go ac- 
cording to the trust indenture or according to his 
duly exercised power of appointment. But until such 
time as the remaindermen are divested of their in- 
terests, as provided in the trust indenture, they are 
beneficiaries of the trust who are entitled to take 
after the calling in of the life estate. 

Respondent further contends that the trust is not 
valid for the reason that the trustors can, by the ex- 
ercise of the right of amendment or modification, re- 
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served in Article [X, bring about the termination of 
the trust. The right, as reserved, is set forth in our 
findings. Reference thereto discloses that this right 
and the exercise thereof is extremely limited. In the 
first place the right existed only during the joint lives 
of the trustors. In the second place the trustors 
could exercise the right only by unanimous agree- 
ment among themselves. In the third place the right 
could be exercised only with respect to specified 
Articles in the trust instrument, one of which, Arti- 
cle III, is involved in respondent’s present conten- 
tion. A fourth limitation provided that no modifiea- 
tion should be effective which directly or indirectly 
changed the duration of the trust, or the initial 
character of the trust estate as provided in Articles 
I, IV and VIII. And finally, the provisions of the 
last-mentioned three Articles were in all respects, 
and in each and every provision thereof, irrevocable. 

The limitations placed upon the individual trus- 
tor’s right to amend or modify certain Articles of 
the trust agreement are sufficient, in our opinion, to 
prohibit action in concert by the eight trustors to ac- 
complish indirectly that which they could not ac- 
complish directly. Any modification or amendment 
that would indirectly permit them to terminate the 
trust is banned by the trust indenture. The Califor- 
nia authorities show that any contingent remainder- 
man under the present trust could ask, and would 
receive, the aid of a court of equity to protect his 
beneficial interest if the trustors sought to extin- 
guish his rights by terminating the trust. 

When the trust provisions are read in the light 
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of the above rules we are convinced that the trus- 
tors could not have terminated the trust by amend- 
ment or modification of its provisions so as to ex- 
elude all beneficiaries except themselves. We are 
further convinced that the trustors manifested an 
intention to, and did, give beneficial interests in the 
trust income and corpus to persons other than them- 
selves, and that some of such beneficiaries therein 
designated were indeterminable and could not, 
therefore, have consented to the termination of the 
trust. Since all the parties in interest could not 
have consented to the termination of the present 
trust, the rule contended for by respondent is inap- 
plicable. 

Respondent does not contend that either the trus- 
tors or the trustees had any power or discretion to 
make any distribution of the stock dividends to the 
present beneficiaries. 

Respondent also contends that the trust is invalid 
for the reason that petitioners’ interests in the trust 
are subject to the claims of creditors. He contends 
that the spendthrift trust provisions contained in 
Article VIIT are, under the present circumstances, 
contrary to public policy and are invalid under Cali- 
fornia law, citing McColgan v. Magee, 172 Cal. 182, 
155 P. 995, and Section 175, 25 Cal. Jur. 325. The 
rule in California, as in many other jurisdictions, is 
that where an individual conveys property to trus- 
ees and provides that the income shall be paid to 
himself, free of the claims of creditors, the attempt 
to evade his creditors’ demands is ineffectual, and 
the property is subject to execution against him to 
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the same extent as property of which he has re- 
tained the legal title. McColgan v. Magee, supra. The 
rule does not depend upon any fraudulent intent of 
the trustor. but applies irrespective of his intent. 
Bixby v. California Trust Co., supra; MeColgan v. 
Miadcée, supra. 

Apparently respondent’s theory, although not so 
stated, is that since the trust is invalid as to peti- 
tioners’ creditors, it is invalid for all purposes. The 
MeColgan case, upon which he relies, does not so 
hold. Bixby v. California Trust Co., supra. The lat- 
ter case specifically holds to the contrary. Here, as 
in the Bixby case, there is no evidence that the trust 
was created for the purpose of defrauding credit- 
ors. Had the trust been created for that purpose the 
petitioners could not take advantage of their ‘‘own 
wrong in a court of equity to compel termination or 
extinguishment of the trust on that ground,’’ 190 
Pac. (2d) 321, 329. Here, as in the latter case, the 
declaration of trust created contingent remainders. 
Equity treats the trust as void only in so far as it 
operates to defeat the claims of petitioners’ credit- 
ors. ‘‘In all other respects it is valid and its pur- 
poses have not been accomplished.’’ Idem, p. 329. 
Since the petitioners cannot revoke the trust and 
since the rights of creditors invalidate the trust only 
with respect to the creditors’ claims, without other- 
wise affecting its validity, we hold that for tax pur- 
poses a valid trust was created. 

The second, third and fourth points in dispute 
are whether petitioners should be taxed on the stock 
dividends under, respectively, section 22 (a), section 
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166 or section 167, Revenue Act of 1938 and the In- 
ternal Revenue Code. Petitioners rely upon Lady 
Marian Bateman, 48 B.T.A. 69, as affirmed by the 
Circuit Court of Appeals for the First Circuit, 127 
Fed. (2d) 266. Respondent relies upon Stanley J. 
Klein, 4 T.C. 1195, affirmed per euriam (CCA-3), 
154 Fed. (2d) 58, certiorari denied, 328 U. 8. 869. 
He distinguishes the Bateman case and contends 
that the trustors, individually or as a group, re- 
tained such important attributes of outright owner- 
ship of the property that they were the owners of 
the stock dividends in any event. 

In the Bateman ease the settlor created a trust 
which reserved to her a life interest in a portion of 
the trust income, a power to appoint the corpus 
effective upon her death, and provided that each 
year five per cent of the net income of the trust 
should be added to corpus. In the taxable years 1935 
and 1936 the settlor received 95 per cent of the trust 
income. Respondent determined that she was taxable 
upon the entire net income of the trust under sec- 
tions 22 (a), 166 or 167 of the applicable revenue 
acts. The settlor appealed and we held that she was 
not taxable upon the five per cent accumulated an- 
nually as a part of the trust corpus under any of the 
cited statutory sections, and the First Cireuit af- 
firmed. 

We can not agree with the distinctions suggested 
by the respondent. 'The trust herein had as its prin- 
cipal purpose the family control of The Times stock 
so that Norman Chandler would be assured the 
presidency and general managership of The Los An- 
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geles Times. This was a business, and not a tax- 
avoidance, purpose. The receipt by the trustor-bene- 
ficiaries of substantially the same cash income from 
the trust as they would have received had the prop- 
erty not been conveyed in trust also refutes the re- 
spondent’s suggestion that the trust was created for 
tax-avoidance purposes. Nor are we impressed with 
the suggested distinction that each trustor did not 
convey to independent trustees. It is true that each 
trustor was a member of the Chandler family, but 
it is also true that each was an adult member of that 
family. The trust was not dominated by one or both 
parents, as is frequently true in trusts created for 
tax-avoidance purposes. We are convinced that the 
other seven trustees were independent of the trus- 
tor-trustee who conveyed the property. 

In determining whether the trustors are taxable 
under section 22 (a) a variety of factors and cir- 
cumstances must be considered, no one of which is 
normally decisive, but all of which are relevant to 
the question of ownership. Helvering v. Clifford, 
309 U.S. 331. It is established that each of the peti- 
tioners, prior to the conveyance in trust, owned the 
entire bundle of rights inherent in the ownership 
of the property transferred. We must decide 
whether, after the conveyance in trust, each trustor 
still retained, for all practical purposes, the owner- 
ship of that property. 

After the conveyance no trustor could vote, 
pledge, alienate, or otherwise deal with his former 
Chandis stock. He could not receive cash or stock 
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dividends thereon. He could not exercise individ- 
ually any of the rights of ownership with respect to 
that stock which he enjoyed prior to the conveyance. 
He could not sell, invest and reinvest the proceeds 
of any sale. He could not anticipate, assign or alien- 
ate his present right to receive trust income. His sole 
power over trust income was to appoint the benefi- 
ciary or beneficiaries entitled thereto after his death. 
He had no right to ‘‘sprinkle’”’ trust income during 
his lifetime, as the trustor was entitled to do in 
Commissioner v. Buck, 120 Fed. (2d) 775. He had 
no right, individually or as trustee, to withhold in- 
come in his discretion, to accumulate income for 
the remainderman as against the life tenant, to treat 
corpus as if he were the owner thereof, to hold 
trust assets without disclosing the trust, to remove 
trust assets to some other jurisdiction, or to exercise 
any unusual or extraordinary powers, as the trustor- 
trustee was entitled to do in Louis Stockstrom, 3 
T. C, 255, affirmed 148 Fed. (2d) 491. Here, a trus- 
tor had no power of management or control over 
corpus or income whatever, as such power was 
vested in eight trustees who could exercise their 
power in many instances only by their wnanimous 
agreement, and in any event only by a majority 
vote of such trustees. No trustor could, at his pleas- 
ure, control the acts of, or remove, any trustee. No 
trustor could amend, alter, revoke or modify any 
provision of the trust indenture. Certain provisions 
of the indenture could be modified by the unanimous 
action of the trustors during their joint lives, but 
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no modification could be effective which directly or 
indirectly changed the duration of the trust or the 
initial character of the trust estate. 

Respondent contends, however, that any attribute 
of ownership conveyed away by the individual trus- 
tors was vested in the family group, either as trus- 
tees or trustors, so that actually control and domina- 
tion of the property and meome continued un- 
changed. The powers granted the trustees do not 
support this contention. Paragraphs one to four of 
Article VI deal with the trust corpus while it con- 
sists of The Times and Chandis stock, and, gener- 
ally speaking, requires the unanimous agreement of 
the eight trustees to act with respect thereto. Para- 
graph four provides for the management of the 
trust in the event that assets of a substantially dif- 
ferent character are held by the trustees, a contin- 
gency which did not oceur during any of the taxable 
years, so that the powers and discretions therein 
granted are inapplicable to the present issue. Para- 
graph six grants certain general powers and discre- 
tions to the trustees except that the trustees shall 
have no power or discretion to determine the nature 
of ‘‘all stock dividends,’’ or ‘‘all cash dividends.’’ 
The first, in the words of the indenture, ‘‘shall in- 
ure to or fall upon principal’’, and the other, ‘‘shall 
go to income of the Trust Estate.’’ The powers and 
discretions vested in the trustees are fiduciary pow- 
ers which must be exercised in good faith for the 
benefit of the beneficiaries and not for the personal 
benefit or aggrandizement of the trustors. Anthony 
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J. Drexel Biddle, Jr., et al., 11 T. C. (promulgated 
November 30, 1948). 

Respondent also contends that the trustors, as a 
family group, retained dominion and control over 
corpus and income by reserving to themselves the 
power to modify the trust instrument. He reasons 
that by modification of the proper paragraphs of the 
instrument the trustors could take possession of the 
stock dividends. A brief examination of some of the 
trust provisions that would have to be modified un- 
der the reserved power will suffice to show that no 
such dominion and control was retained by the trus- 
tors. 

In the first place, Article I requires that through- 
out the term of the trust the trust corpus shall con- 
sist of ‘‘all of the shares of the capital stock of 
Chandis Securities Company delivered to the Trus- 
tees hereunder.’’ The stock dividends in question 
were preferred shares of Chandis and, by the provi- 
sions of Article VI, inured to and fell into princi- 
pal. Such dividends became a part of, and remained 
a part of, corpus during the term of the trust. The 
provisions of Article VI (2) show that the powers 
conferred upon the trustees by the trustors were to 
‘be exercised only to maintain such a proportionate 
interest as is now represented in’’ The Times and 
Chandis companies. Reference to Exhibit 2-B at- 
tached to the stipulated facts shows that the pre- 
ferred stock carried voting rights of one and three- 
sevenths votes for each share of preferred, as com- 
pared to one vote for each share of common. Any 
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amendment by the trustors as a group that distrib- 
uted the preferred stock would, therefore, destroy 
the proportionate interest that the trust had in 
Chandis. Such an amendment would change the ini- 
tial character of the trust and would exceed the 
limited power of modification reserved by the trus- 
tors. 

Another reason which makes any joimt action by 
the trustors on the above amendment unlikely is the 
adverse interest of Norman Chandler. His personal 
interests would undoubtedly lead him to object to 
any modification that would hurt his chanees to as- 
sume the presidency of The Times. Without his con- 
sent the other trustors would be powerless to modify 
the trust instrument in any particular. 

A third deterring factor in making any such 
amendment is the rights of the remaindermen. As 
hereinabove pointed out, California law would not 
permit the trustors to terminate the trust upon the 
theory that they were the only interested parties. If 
the trustors could amend so as to distribute a part of 
the trust corpus, they could amend so as to distrib- 
ute the entire corpus and thus terminate the trust. 
The law will not permit the trustors to accomplish 
by indirection that which they can not do directly. 
We are of the opinion that any remainderman 
could, by proper court action, prevent the trustors 
from distributing the corpus to the life tenants. 
Bixby ease, supra. 

What has been said with reference to Article I 
and the mofification thereof applies with equal force 
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to the amendment of Article III. This Article pro- 
vides for the distribution of the entire net income of 
the trust available in cash to the present benefici- 
aries. If the trustors amended this Article to require 
the distribution of all stock dividends, in addition to 
all cash dividends, then the situation would be iden- 
tical with that above related. With each distribu- 
tion of stock dividends the trust’s proportionate in- 
terest in Chandis would decrease. In view of the de- 
elared purpose of the trust it can not be assumed 
that Norman Chandler would ever consent to any 
change or modification that was directly contrary to 
his interests. But if he consented, and if the trus- 
tors unanimously agreed to amend, the amendment 
would still violate the express terms of the trust and 
would exceed the limited power of modification re- 
served in Article 1X. 

Our findings show that during each of the taxable 
years trust corpus was increased by taxable stock 
dividends. It follows that the pro rata share of each 
trustor under the power of appointment retained in 
Article III was increased. This power could be exer- 
eised during the trustor’s lifetime but was effective 
only at death. It could not be exercised to reduce 
corpus or income to the trustor’s possession. It is 
suggested, however, that the power to appoint after 
death permitted the trustor to realize substantial 
economic benefits which can be taxed to the trustor 
under the broad sweep of section 22 (a). A similar 
contention was made and rejected in the Bateman 
ease after the Circuit Court reviewed a number of 
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Supreme Court cases, including the Clifford case 
and Helvering v. Horst, 311 U. S. 112. We hold, 
therefore, that the trustors received no such substan- 
tial economic benefits under their reserved power of 
appointment as would justify our taxing the stock 
dividends to them as realized income. 

The Klein case, supra, upon which respondent re- 
lies, is distinguishable factually and legally from 
these cases. Our opinion therein distinguishes that 
ease from the Bateman case and points out (p. 1201) 
that it is more analogous to the Buck case, supra. 
These cases are unlike the Buck and Klein cases. 

In view of the foregoing we hold that the stock 
dividends are not taxable to the trustors under Sec- 
tion 22 (a). 

Respondent’s alternative contentions, that sec- 
tions 166 or 167 apply, are not well founded. As we 
have hereinbefore pointed out, this is not a revocable 
trust. Nor is there any basis for holding that the 
trustors could, by joint action, work a forfeiture, 
when they could not, by direct action, terminate the 
trust and take over the corpus. It is equally clear, 
in our opinion, that the taxable stock dividends were 
not held, used or accumulated for the benefit of the 
grantors. Such dividends became a part of trust 
corpus which would be distributed to those entitled 
to take at the expiration of the trust. We hold that 
sections 166 and 167 are inapplicable. Commissioner 
v. Bateman, supra. 

The final dispute between the parties is whether 
the policy announced in T. D. 5488, C. B. 1946-1, 19, 
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and T. D. 5567, C. B. 1847-2, 9, amending section 
29.22 (a)-21, Regulations 111, should be applied in 
this instance the amendments, which apply only to 
taxable years beginning with, or after January 1, 
1946, were approved December 29, 1945, and June 
30, 1947, respectively, and dealt with the taxation of 
trust income to the grantor within the principles of 
Helvering v. Clifford, supra.! In connection with the 
graphs one to four of Article VI deal with the trust 
amendments, the respondent, by Mim. 5968, C.B. 
1946-1, 25, and Mim. 6156, C.B. 1947-2,13, stated 
that ‘‘it will be the policy of the Bureau, where no 
inconsistent claims prejudicial to the Government 
are asserted by trustees or beneficiaries, not to assert 
lability of the grantor for any prior taxable vear 
under the general provisions of section 22 (a) of the 
Internal Revenue Code if the trust income would 
not be taxable to the grantor under the regulations 
as amended.’’ Mim. 6156. 

Petitioners contend that they are entitled to bene- 
fit from the foregoing statement of Bureau policy 
even though the amendments are not retroactive. 
This contention is obviously in the alternative, al- 
though not so stated. In other words, if petitioners 
lost on the other contentions they rely upon Bureau 
policy as above set forth. It is unnecessary to ex- 
plore the arguments of the parties on this point in 
view of our conclusions on the other contentions. 


IThe amendments need not be set forth in view of 
our disposition of this point. 
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For the reasons and upon the authorities above- 
mentioned we hold that petitioners created a valid 
trust; that they are not taxable under section 22 
(a) as construed by the Clifford case, supra; that 
the trust 1s not revocable within the meaning of sec- 
tion 166; and that the trust income, in so far as the 
stock dividends are concerned, is not held or acen- 
mulated for future distribution for the benefit of the 
grantors within the meaning of section 167. 

The parties have stipulated the deficiencies and 
overpayments in income taxes for the taxable years 
to be as follows in the event that we determine the 
stock dividends are not taxable to petitioners. (The 
amounts shown in parentheses represent overpay- 
ments) : 


Taxpayers 1938 1939 1940 1941 
Way @, Goodane oes $ 317.48 $20,482.24 ($50.91) $240.32 
Marian O. Chandler ........ 21,301.69 42.61 184.38 626.45 
Norman Chandler .......... 4,592.52 918.09 1,218.56 1,840.23 
Philip Chandler 2 (13.19) 407.21 300.00 1,209.86 
Constance C. Crowe ........ 1,577.88 938.28 1,286.78 700.51 
iitelentCaGarland a 133.03 59.22 582.88 16.20 
Ruth C. Williamson ........ 96.65 1,588.92 (48.66) 2384.79 


It is further stipulated and agreed, and the Court 
may find as part of its decisions, that the deficien- 
cies in amounts above stated were paid by the re- 
spective petitioners to the collector of internal reve- 
nue at Los Angeles, California, on December 31, 
1946, with the following exceptions: in the case of 
May Chandler Goodan part payment of the defici- 
encies for the years 1938 and 1939 were made on 
June 30, 1944, in the amounts of $236.42 and $20,- 
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294.44, respectively, and the deficiency for 1941 has 
not been paid; in the case of Philip Chandler the de- 
ficiencies for the years 1939 to 1941 in the total 
amount of $1,917.07 have been reduced by the over- 
payment for the year 1938 of $13.79 and the net 
amount of $1,903.28 was paid on December 31, 1946; 
and in the case of Ruth Chandler Williamson defi- 
ciencies for the years 1938, 1939 and 1941, less an 
overpayment for the year 1940, were paid on De- 
cember 31, 1946, as follows: 


HL) 23 Sree ON ab ct a ee $ 96.65 

IS SO pwr eer kes 2c 5,290.50 

PIS VESIIPM 2oooos eee 234.79 

$5,621.94 

LOS (es an cee esos 48.66 
Net Amount Paid ................--. $5,573.28 + 


It is further stipulated and agreed, and the Court 
may find as part of its decisions, that the overpay- 
ments above stated were made within three years be- 
fore the mailing of the notices of deficiency or the 
filing of the petitions or the execution of consents un- 
der the provisions of section 276 (b) of the Internal 
Revenue Code or the Revenue Act of 1938, and that 
the notices of deficiency were mailed, the petitions 
were filed, or the consents were executed within 
three years from the time the returns were filed. 
(Section 322 (d) of the Internal Revenue Code and 
the Revenue Act of 1938, as amended by section 169 
(b) of the Revenue Act of 1942 and section 509 of 
the Revenue Act of 1943.) 
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Reviewed by the Court. 
Decisions will be entered accordingly. 


Seal. 


Kern, J., dissenting: 


I am of the opinion that the powers retained by 
the trustors by Article IX of the Trust Indenture 
and specifically embracing the power to modify the 
provisions of Article VI, make this case more analo- 
gous to Stanley J. Klein, 4 T.C. 1195, affd. 154 Fed. 
(2d) 58, than to Lady Marian Bateman, 43 B.T.A. 
69, affd. 127 Fed. (2d) 266; and therefore I respect- 
fully dissent from the conclusion of the majority. 
Turner, Murdock, and Disney, J., agree with this 
dissent. 


Served May 23, 1949. 
Seal 
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Docket Nos. 3033, 3036, 3037, 3038, 3039, 3040. 
and 3041. 


MOTION TO VACATE DECISION 


Comes now the Commissioner of Internal Reve- 
nue, by his attorney, Charles Oliphant, Chief Coun- 
sel, Bureau of Internal Revenue, and moves that the 
Tax Court’s decision entered May 24, 1949, be vacat- 
ed and set aside, and for cause therefor states: 

The respondent has this date filed a motion for 
reconsideration for the following reasons: 


1. Bixby v. California Trust Company (1949) 
190P. (2d) 321, which furnished the chief basis for 
the petitioner’s contention and the Court’s Findings 
of Fact and Opinion herein has been reversed by the 
Supreme Court of California, Bixby v. California 
Trust Company (February 25, 1949) 202 P. (2d) 
1018. Thus, the legal basis for the Conrt’s Findings 
and Opinion no longer exists. Under the laws of 
California, as restated by the Supreme Court, the 
trust is revocable and the parties in interest could 
terminate it. Hence, a decision for respondent is 
required. Bixby v. California Trust Company, 
supra. 


2. Gray v. Union Trust Company, 171 Cal. 687, 
154 Pace. 306, also relied upon by the petitioners 
and the Tax Court was distinguished by the Cali- 
fornia Supreme Court in the Bixby Case, supra, 
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on the ground that the remaindermen (trustor’s 
heirs) were to be determined by the laws of suc- 
cession in effect at the time the trust was created. 
This distinction shows that the Gray case, supra, 
has no bearing on the instant cases. In the instant 
cases the purported ‘‘remainders’’ were to the 
trustor’s ‘** * * living heirs at law in accordance 
with the laws of succession in California in force 
at the time of the trustor’s death’’ (Page 20, Tax 
Court’s Opinion herein). It is now manifest that 
under California law such language does not create 
a remainder interest. Moreover, see Justice Car- 
ter’s concurring opinion that Gray vy. Union Trust 
Company, supra, is not sound law and should be 
overruled. 


3. Plainly, in the instant cases the heirs were to 
take the corpus in accordance with the laws of suc- 
cession of California in force at the time of the 
trustor’s death. Thus, therefore, under California 
law as restated the trust instrument created no 
remainder interest in the heirs at law. Therefore, 
the trust is revocable and terminable as contended 
for by respondent, making the stock dividends tax- 
able to petitioners.under Sections 22(a), 166 and 
176 of the Internal Revenue Code. 


4, Moreover, Nelson v. California Trust Com- 
pany (February 25, 1949) 202 P. (2d) 1021 which 
case involved the identical trust as in the Bixby 
v. California Trust Company case, supra, and de- 
cided the same day, furnishes further support for 
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respondent’s position as to the invalidity and non- 
effectiveness of the subject trust under California 
law. 

5. As additional support for this motion, respon- 
dent refers to and incorporates his brief on file 
herein. 

Wherefore, it is prayed that this motion be 
granted. 

/s/ CHARLES OLIPHANT, 
Chief Counsel, 


Bureau of Internal 
Revenue. 


Of Counsel: 
B. H. Neblett, 
Division Counsel, 


R. C. Whitley, 
Special Attorney, 
Bureau of Internal Revenue. 


Received and filed June 7, 1949. U.S. T. C. 
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[Title of Tax Court and Causes. ] 


Docket Nos. 3033, 3036, 3037, 3038, 3039, 3040, and 
3041, 


ORDER VACATING DECISIONS 


Decisions in the above-entitled causes were en- 
tered May 24, 1949. Thereafter, and on June 7, 
1949, respondent filed a Motion to Vacate Decisions, 
and also a Motion to Reconsider and Set Aside The 
Tax Court’s Findings of Fact and Opinion Herein. 
Hearing was had on said motions in Los Angeles, 
California, on June 13, 1949, and it appearing that 
our decisions should be vacated pending action on 
respondent’s Motion to Reconsider and Set Aside 
The Tax Court’s Findings of Fact and Opinion 
Herein, it is Now, Therefore, 


Ordered: That the decisions entered herein on 
May 24, 1949, be and the same are hereby vacated. 


/s/ WILLIAM W. ARNOLD, 
Judge. 
Washington, D. C. 
Dated: August 15, 1949. 


Served Aug. 16, 1949. 
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[Title of Tax Court and Causes. ] 


Docket Nos. 3033, 3036, 3037, 3038, 3039, 3040, and 
3041, 


ORDER DENYING RESPONDENT’S MOTION 
TO RECONSIDER AND SET ASIDE FIND- 
INGS OF FACT AND OPINION 


On June 7, 1949 respondent filed separate motions. 
(1) To vacate our decisions entered May 24, 1949, 
and (2) to reconsider and set aside our findings of 
fact and opinion. The motions were argued in Los 
Angeles and the parties granted until July 28, 1949, 
and August 29, 1949, for briefs and reply briefs, re- 
spectively. On August 15, 1949, we vacated our deci- 
sions, pending action upon respondent’s motion to 
reconsider and set aside our findings of fact and 
opinion. Full and complete consideration having 
been given to the parties’ briefs and reply briefs 
on the motion and to our findings of fact and opin- 
foe 12 T.C. 817, it is 


Ordered: That respondent’s motion to reconsider 
and set aside our findings of fact and opinion, be and 
the same is hereby denied for the reasons briefly 
set forth in the memorandum accompanying this 
order. 


Dated: Washington, D. C., November 30, 1949, 


[Seal] /s/ WILLIAM W. ARNOLD, 
Judge. 


*Proceedings of the following petitioners are 
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consolidated herewith: Marian Otis Chandler; Nor- 
ma Chandler; Philip Chandler; Constance Chandler 
Crowe; Helen Chandler Garland; and Ruth C. Wil- 
hamson. 


MEMORANDUM ACCOMPANYING ORDER 


The principal ground for respondent’s motion is 
that Bixby v. California Trust Company (1948), 190 
P. (2d) 321, cited and relied upon in our report, was 
reversed by the Supreme Court of California in 
Bixby v. California Trust Company (February 25, 
1949), 202 P. (2d) 1018, which was subsequent to the 
time this case was submitted to us. Respondent 
contends that under the California law, as restated 
by its Supreme Court in the 1949 Bixby decision, 
the present trust created no remainder interests in 
the heirs-at-law and the trust is revocable and ter- 
minable. 

Tn its 1949 Bixby decision the California Supreme 
Court clearly stated the general rule to be: ‘‘ Where 
the trustor ts the sole beneficiary * * *, he can compel 
termination in the absence of a showing of inca- 
pacity or other reason why he should not be permit- 
ted to exercise control over his property * * *.’’ 
[Emphasis supplied]. And with equal clarity the 
California Supreme Court stated the following limi- 
tation or exception to the general rule: “‘On the 
other hand, if remainder interests were created in 
plaintiff’s [Birby] heirs, they were also benefi- 
ciaries, and the court could not terminate the trust 
without their consent.’ [Emphasis supplied]. 
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Whether remainder interests were created in the 
trustor’s heis-at-law is a matter of intent according 
to the California Supreme Court. And where the 
trustor creates a life estate in himself with a gift 
over to his heirs he ordinarily intends the same thing 
as if he had given the property to his estate; he does 
not intend to make a gift to any particular person 
but indicates only that upon his death the residue of 
the trust property shall be distributed according to 
the general laws governing succession, and he does 
not intend to create in any persons an interest which 
would prevent him from exercising control over the 
beneficial interest. See 202 P. (2d) 1019. 

Under well recognized rules of construction of 
written instruments all provisions of a trust in- 
denture must be given consideration in arriving at 
the intent of the parties thereto. No trustor here 
provided for the termination of the trust on his or 
her death with gift over to heirs generally as in the 
Bixby case. On the contrary each trustor provided 
that upon his or her death trust income should go 
to a particular person, the spouse. In the event the 
spouse predeceased the trustor, the trust income was 
given to a particular class of persons, the issue. If 
no spouse and no issue survived the trustor then 
gave the trust income to the living heirs of the 
trustor until the termination of the trust. Similarly 
the trustor provided that upon termination of the 
trust the trust corpus was vested in and distributed 
to a particular class, namely, his or her then living 
issue, per stirpes; and if none survived, trust corpus 
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was to go, upon termination of the trust, to the liv- 
ing heirs-at-law, the identity and respective shares 
to be determined by California law in force at the 
time of the trustor’s death. It was only after the 
natural objects of the trustor’s bounty ceased to 
exist that the California law of succession was to 
take its course. 

Nor could the trustors under the power of ap- 
pointment reserved to them in Art. III of the 
trust instrument vest at death such an interest in 
the corpus as heirs generally take under California 
law. This is so for the reason that Art. IV fixes 
the termination of the trust upon the death of the 
last survivor of 21 named individuals. Art. IV. is 
irrevocable. Art. IX expressly prohibits the 
trustors from doing anything, directly or indirectly, 
that would terminate the trust prior to the expira- 
tion of the fixed term thereof, to vest the unre- 
stricted ownership, use, possession and control of 
trust corpus in themselves or in their appointees, 
at or prior to the expiration of the fixed term of 
the trust. Should an attempt be made under the 
power of appointment to appoint corpus to heirs 
generally at death, the possession and control there- 
of would be held in abeyance until the death of the 
last survivor of the 21 named individuals. Corpus 
could not pass at death to the heirs. 

Under well recognized rules of construction of 
written instruments all provisions of a trust inden- 
ture must be given consideration in arriving at the 
intent of the parties thereto. No trustor here pro- 
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vided for the termination of the trust on his or her 
death with gift over to heirs generally as in the 
Bixby case. On the contrary each trustor provided 
that upon his or her death trust income should go 
to a particular person, the spouse. In the event the 
spouse predeceased the trustor, the trust income was 
given to a particular class of persons, the issue. If 
no spouse and no issue survived the trustor then 
gave the trust income to the living heirs of the 
trustor until the termination of the trust. Similarly 
the trustor provided that upon termination of the 
trust the trust corpus was vested in and distributable 
to a particular class, namely, his or her then living 
issue, per stirpes; and if none survived, trust corpus 
was to go, upon termination of the trust, to the living 
heirs-at-law, the identity and respective shares to be 
determined by California law in force at the time 
of the trustor’s death. It was only after the natural 
objects of the trustor’s bounty ceased to exist that 
the California law of succession was to take its 
course. 

Nor could the trustors under the power of ap- 
pointment reserved to them in Art. ITT of the trust 
instrument vest at death such an interest in the 
corpus as heirs generally take under California law. 
This is so for the reason that Art. IV fixes the 
termination of the trust upon the death of the last 
survivor of 21 named individuals. Art. IV is ir- 
revocable. Art. IX expressly prohibits the trustors 
from doing anything, directly or indirectly, that 
would terminate the trust prior to the expiration 
of the fixed term thereof, to vest the unrestricted 
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ownership, use, possession and control of trust cor- 
pus in themselves or in their appointees, at or prior 
to the expiration of the fixed term of the trust. 
Should an attempt be made under the power of ap- 
pointment to appoint corpus to heirs generally at 
death, the possession and control thereof would be 
held in abeyance until the death of the last survivor 
of the 21 named individuals. Corpus could not pass 
at death to the heirs-at-law generally as the Supreme 
Court of California in the Bixby case said would 
be necessary to give trustors such rights of control 
as would make them in effect owners of the corpus. 
As the trustors could not vest the unrestricted use, 
possession and control of the corpus in their heirs- 
at-law at death, their appointees, whether heirs-at- 
law or others, would be in no better position under 
California law. In other words, the appointees take 
their interests subject to the terms of the trust 
agreement. 


For the foregoing reasons the decisions vacated 
August 15, 1949 will be reentered. 


Entered Nov. 30, 1949. 


Served Dee. 1, 1949. 
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The Tax Court of the United States 
Washington 


Docket No. 3033 


MAY CHANDLER GOODAN, 
Petitioner, 
Vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DECISION 


Pursuant to the Opinion of this Court, pro- 
mulgated May 23, 1949, it is 


Ordered and decided: That there are deficiencies 
in income tax for the calendar years 1938, 1939 and 
1941 in the respective amounts of $317.48, $20,- 
482.24, and $240.32; and that there is an overpay- 
ment in income tax for the calendar year 1940 in 
the amount of $50.91, which overpayment was made 
within three years before the filing of the petition. 


[Seal] /s/ WILLIAM W. ARNOLD, 
Judge. 


Entered Nov. 30, 1949. 


Served Dec. 1, 1949. 
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In The United States Court of Appeals 
For the Ninth Circuit 


T. C. Docket No. 3033 


COMMISSIONER OF INTERNAL REVENUE, 
Petitioner on Review, 


Wiss 


MAY CHANDLER GOODAN, 
Respondent on Review. 


PETITION FOR REVIEW 


To the Honorable Judges of the United States Court 
of Appeals for the Ninth Circuit: 

The Commissioner of Internal Revenue hereby pe- 
titions the United States Court of Appeals for the 
Ninth Circuit to review the decision entered by The 
Tax Court of the United States on November 30, 
1949 ‘‘That there are deficiencies in income tax for 
the calendar years 1938, 1939 and 1941 in the respec- 
tive amounts of $317.48, $20,482.24, and $240.32; 
and that there is an overpayment in income tax for 
the calendar year 1940 in the amount of $50.91” 
in respect of the Federal income tax liability of May 
Chandler Goodan, the above-named respondent on 
review. This petition for review is filed pursuant 
to the provisions of Sections 1141 and 1142 of the 
Internal Revenue Code. 

The respondent on review, May Chandler Goodan, 
is a resident of Los Angeles, California, and filed 
her Federal income tax returns for the years 1938, 
1939, 1940 and 1941 with the Collector of Internal 
Revenue for the Sixth District of California, whose 
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office is in Los Angeles, California, and within the 
jurisdiction of the United States Court of Appeals 
for the Ninth Circuit wherein this review is sought. 


Nature of Controversy 

The issue presented to and passed upon by The 
Tax Court of the United States and which was de- 
cided contrary to the Commissioner’s determination 
is whether certain taxable stock dividends which 
were received by Chandler Trust No. 2, of which 
trust the respondent on review was one of the life 
tenant trustors are taxable to the life tenant trustors 
of the trust, as determined by the Commissioner, 
or, as claimed by the taxpayer, to the trust it- 
self. The Tax Court held, contrary to the 
Commissioner’s determination, that Sections 22(a), 
166, and 167 of the Revenue Act of 1988 and the 
Internal Revenue Code are imapplicable and that 
the stock dividends in question are taxable to the 
trust rather than to the life tenant beneficiaries and 
trustors. The Commissioner’s determination in this 
and related cases was thus disapproved in so far as 
it reflected the Commissioner’s inclusion of an al- 
locate portion of the taxable stock dividends in the 
taxable income of each of the life tenant trustors 
for the years here involved. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/3s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, At- 
torneys for the Petitioner on Review. 


[Endorsed]: Filed Feb. 17, 1950 U. 8. C. A. 
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[Title of Court of Appeals and Cause.] 
Docket No. 3033 


STATEMENT OF POINTS 


Comes now the Commissioner of Internal Reve- 
nue, petitioner on review in the above-entitled cause, 
by and through his attorneys, Theron L. Caudle, As- 
sistant Attorney General, and Charles Oliphant, 
Chief Counsel, Bureau of Internal Revenue, and 
hereby states that he intends to rely upon the fol- 
lowing points in this proceeding: 

The Tax Court of the United States erred: 


1. In ordering the deciding that there are defi- 
ciencies in income tax for the years 1938, 1939 and 
1941 in the respective amounts of only $317.48, $20,- 
482.24 and $240.32; and that there is an overpay- 
ment in income tax for the calendar year 1940 in 
the amount of $50.91. 


2. In failing and refusing to sustain the defi- 
ciencies in tax determined by the Commissioner, as 
modified by the stipulation of the parties, on the 
basis that the stock dividends received by the Chan- 
dlex Trust No. 2 were taxable to the lfe tenant 
trustors. 

3. In holding that the Chandler Trust No. 2 was, 
for Federal income tax purposes, a valid trust under 
the laws of California. 


4, In failing and refusing to hold and decide that 
the Chandler Trust No. 2 was, by virtue of the rights 
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of amendment or modification reserved by the 
trustors, not a valid trust for Federal income tax 
purposes and that, accordingly, the taxable stock 
dividends received by the trust during the taxable 
years were taxable to the life tenant trustors under 
Sections 22(a) and/or Sections 166 and 167 of the 
Revenue Act of 1988 and the Internal Revenue Code, 
rather than to the trust itself. 


d. In holding that Sections 22(a), 166, and 167 
of the Revenue Act of 19388 and the Internal Reve- 
nue Code are inapplicable. 


6. In denying the Commissioner’s motion to re- 
consider and set aside the Court’s findings of fact 
and opinion. 


7. In that its opinion and decision are contrary 
to the facts as stipulated by the parties. 


8. In that its opinion and its decision are con- 
trary to law and the Commissioner’s regulations. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for Petitioner on Review. 


Statement of service attached. 


Received and filed May 4, 1950 U.S. C. A. 
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The Tax Court of the United States 
Docket No. 3036 


MARIAN OTIS CHANDLER, 
Petitioner, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION 


The above named petitioner hereby petitions for a 
redetermination of the deficiency set forth by the 
Commissioner of Internal Revenue in his notice of 
deficiency (LA:IT:90D:PB) dated June 30, 1943, 
and as a basis of this proceeding alleges as follows: 


IL 


Petitioner is an individual residing at 2330 Hill- 
hurst Avenue, Los Angeles, California. Returns for 
the period here involved were filed with the Collec- 
tor for the Sixth District of California. 


II 


The notice of deficiency, a copy of which is at- 
tached hereto, marked ‘‘Exhibit A’’ and made a 
part hereof, was mailed to the petitioner on June 30, 
1943. 


III 


The taxes in controversy are income taxes for the 
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calendar years 1938 to 1941, inclusive, totaling $96,- 
735.36. 


IV 


The determination of the taxes set forth in said 
notice of deficiency is based upon the following 
errors: 


(1) Respondent erred in determining deficien- 
cies in income tax for the years 1938 to 1941, in- 
elusive, in the total sum of $96,735.36. 


(2) Respondent erred in adding to petitioner’s 
net taxable income for the year 1938 the sum of $20,- 
184.88. 


(3) Respondent erred in disallowing a loss of 
$1333.33 sustained during the year 1938 on account 
of her interest in Imperial Valley Farm Lands As- 
sociation becoming worthles. 


(4) Respondent erred in adding to petitioner’s 
net taxable income for the year 1988 the sum of 
$93,735.18. 


(5) Respondent erred in adding to petitioner’s 
net taxable income for the year 1939 the sum of $22,- 
495.72. 


(6) Respondent erred in increasing petitioner’s 
net taxable income for the year by the sum of $24,- 
563.86. 


(7) Respondent erred in increasing petitioner’s 


net taxable income for the year 1941 by the sum of 
$12,342.48. 
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The facts upon which petitioner relies as the basis 
of this proceeding are as follows: 


(1) Petitioner is a resident of the County of Los 
Angeles, State of California, and as such filed her 
income tax returns for each of the years herein in- 
volved with the Collector of Internal Revenue for 
the Sixth Collection District of California. 


(2) Petitioner during the years herein involved 
was a beneficiary under that certain trust designated 
Trust No. 2, wherein Marian Otis Chandler, May C. 
Goodan, Constance Chandler (Constance Chandler 
Crowe), Ruth C. Williamson, Norman Chandler, 
Harrison G. O. Chandler, Helen C. Garland, and 
Philip Chandler are designated ‘‘present trustees.”’ 


(3) Petitioner, as beneficiary, during the year 
1938 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $26,442.77, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1938 was the sum of $46,627.65, thereby 
erroneously and illegally overstating petitioner’s net 
taxable income by the sum of $20,184.88. No part 
of this last mentioned sum was either actually or 
constructively received by petitioner and no part 
thereof constituted taxable income. 


(4) Petitioner during the year 1938 abandoned 
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her interest in the Imperial Valley Farm Lands As- 
sociation, which had cost her the sum of $1333.33. 
Notwithstanding this fact, the respondent erroneous- 
ly and illegally disallowed such loss. 


(5) Petitioner during the year 1938 did not re- 
ceive, either actually or constructively, the sum of 
$93,735.18, which the respondent erroneously and il- 
legally added to petitioner’s net taxable income. 


(6) Petitioner, as beneficiary, during the year 
1939 received as her full and complete share of 
the distributive net income of said Trust No. 2 the 
sum of $25,338.77, which she reported in her income 
tax return. Notwithstanding this fast respondent 
erroneously and illegally determined that petition- 
er’s distributive share of the net income of said 
trust for the year 1939 was the sum of $47,834.49, 
thereby erroneously and illegally overstating peti- 
tioner’s net taxable income by the sum of $22,- 
495.72. No part of this last mentioned sum was 
either actually or constructively received by peti- 
tioner and no part thereof constituted taxable in- 
come. 


(7) Petitioner, as beneficiary, during the year 
1940 received as her full and complete share of 
the distributive net income of said Trust No. 2 
the sum of $27,079.86, which she reported in her 
income tax return. Notwithstanding this fact re- 
spondent erroneously and illegally determined that 
petitioner’s distributive share of the net income of 
said trust for the year 1940 was the sum of $51,- 
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643.72, thereby erroneously and illegally overstating 
petitioner’s net taxable income by the sum of $24,- 
563.86. No part of this last mentioned sum was 
either actually or constructively received by peti- 
tioner and no part thereof constituted taxable in- 
come. 


(8) Petitioner, as beneficiary, during the year 
1941 received as her full and complete share of 
the distributive net income of said Trust No. 2 
the sum of $34,085.00, which she reported in her in- 
come tax return. Notwithstanding this fact re- 
spondent erroneously and illegally determined that 
petitioner’s distributive share of the net income of 
said trust for the year 1941 was the sum of $46,- 
427.48, thereby erroneously and illegally overstat- 
ing petitioner’s net taxable income by the sum of 
$12,342.48. No part of this last mentioned sum was 
either actually or constructively received by peti- 
tioner and no part thereof constituted taxable in- 
come. 


(9) Respondent, under date of June 30, 1943, 
issued a notice of deficiency determining that said 
Trust No. 2 was an association taxable as a corpora- 
tion. Under date of June 30, 1943, respondent is- 
sued a notice of deficiency determining that Trust 
No. 1, wherein Harry Chandler, Norman Chandler, 
and Marian Otis Chandler are designated ‘‘present 
trustees,’’? and petitioner and others are designated 
‘“beneficiaries,”’ 
corporation. Petitioner is informed and _ believes 


was an association taxable as a 
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and therefore alleges that the trustees of each of the 
aforementioned trusts have filed or will file a peti- 
tion to The United States Tax Court for a redeter- 
mination of the deficiencies set forth in said notices; 
and that the actions of the respondent in determin- 
ing said trusts to be associations taxable as cor- 
porations and in determining the deficiencies herein 
involved are inconsistent, erroneous, and illegal. 

Wherefore, petitioner prays that The Tax Court 
of the United States hear this petition and rede- 
termine the aforesaid deficiencies in accordance with 
the rights of the petitioner in the premises and grant 
any and all refunds that may be due as a result of 
such redetermination. 


Dated September 20, 1948. 
/s/ A. CALDER MACKAY, 
/s/ ARTHUR McGREGOR, 


/s/ HOWARD W. REYNOLDS, 
Counsel for Petitioner. 


State of California 
County of Los Angeles—ss. 


Marian Otis Chandler, bemg duly sworn, deposes 
and says that she is the petitioner above named; 
that she has read the foregoing petition, or had the 
same read to her, and is familiar with the state- 
ments contained therein, and that the statements 
contained therein are true, except those stated to be 
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upon information and belief, and that those she be- 
heves to be true. 


/s/ MARIAN OTIS CHANDLER. 
Subscribed and sworn to before me this 23rd day 
of September, 1943. 


[Seal] /s/ MARY E. WHITTHORNE, 
Notary Public in and for said County and State. 


My commission expires November 26, 1945. 


EXHIBIT A 


Form 1279 
Treasury Department 
Internal Revenue Service 


417 South Hill Street 
Los Angeles, 18, California 
June 30, 1948 
Office of 
Internal Revenue Agent in Charge 
Los Angeles Division 


LA:IT:90D:PB 


Mrs. Marian Otis Chandler, 
2330 Hillhurst Avenue, 
Los Angeles, California. 


Madam: 


You are advised that the determination of your 
income tax lability for the taxable vears ended De- 
cember 31, 1938 to 1941, inclusive, discloses a defi- 
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ciency of $96,735.36, as shown in the statement at- 
tached. 

In accordance with the provisions of existing in- 
ternal revenue laws, notice is hereby given of the de- 
ficiency or deficiencies mentioned. 

Within 90 days (not counting Sunday or a legal 
holiday in the District of Columbia as the 90th day) 
from the date of the mailing of this letter, you may 
file a petition with The Tax Court of the United 
States, at its principal address, Washington, D. C., 
for a redetermination of the deficiency or defi- 
clencies. 

Should you not desire to file a petition, you are 
requested to execute the enclosed form and forward 
it to the Internal Revenue Agent in Charge, Los 
Angeles, California for the attention of LA:Conf. 
The signing and filing of this form will expedite the 
closing of your return(s) by permitting an early as- 
sessment of the deficiency or deficiencies, and will 
prevent the accumulation of interest, since the in- 
terest period terminates 30 days after filing the 
form, or on the date assessment is made, whichever 
is earlier. 

Respectfully, 
GUY T. HELVERING, 


Commissioner, 


By GEORGE D. MARTIN, 
Internal Revenue Agent in 
Charge. 
Enclosures: 
Statement 
Form of waiver. 
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Statement 


LA :IT:90D :PB 
Mrs. Marian Otis Chandler, 
2330 Hillhurst Avenue, 
Los Angeles, California. 


Tax Liability for the Taxable Years Ended 
December 31, 1938, to 1941, Inclusive 


Income Tax 


Year Liability Assessed Deficiency 
gS 12 ane te eee neat S) (osedo.ge $ 7,406.98 $65,870.01 
nS 310 Dene tierce Oe me 18,017.39 S021 7 8,995.62 
EUR! | Neier oot na eee ees 31,639.94 17,525.94 14,114.00 
DOR ccee een 17,143.88 9,388.15 7,755.73 
A | eran aes $140,078.20 $43,342.84 $96,735.36 


This determination of your income tax liability has been made upon 
the basis of information on file in this office. 


Adjustments to Net Income 
Taxable Year Ended December 31, 1938 


Net income as disclosed by return..........-------+--s-s2-c-ececerereeceeeee $45,694.61 
Additional income and unallowable deductions: 

(a) Dividends received .........--.--------------ssre---0-- $ 129.50 

(b) Interest received ........-----.-----------ceeeeecsoees 174.50 

(ec) Trust income ......---------------1-------c--e-n-nconeneseees 20,184.88 

(d) Long-term capital losses disallowed ........ 950.06 

(e) Loss, Imperial Valley Farm Lands 

Associatiom @isalilowed 2-2... 1,333.33 

(f) ‘‘Other income’? .....---+2-------seseeeceeeeeeereeteees 93,735.18 116,507.45 

Net income adjusted ......-..2-..c-c-c-cceceeeccceeeceeecseececsceceeseneseeeeseeees $162,202.06 


Explanation of Adjustments 


(a) The following amounts of dividends received are not included 
in the amount reported in your return: 


United States Potash Company ..........---- $ 45.00 
Security Company. -..-.....---:-c-cecscseccseeeeeeees 82.50 
Fiscal Fund, Inc. .......-.----..-.--c--c2eseseeeeeee 2.00 
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(b) The following amounts of interest received are not included in 
the amount reported in your return: 


Republic Natural Gas Company .............. $ 16.00 
APSR Ute COMMAMY, ...........---cccec-a-acacseceoe 137.50 
SUIS GOMTMICUStPICS MUING, --. ao. onc sceececeaccon-acece 21.00 
Loe! a ee, ee Oe $174.50 


(ec) Income from ‘‘Chandler Trust No. 2’’ taxable to you has been 
determined in the amount of $46,627.65, in lieu of $26,442.77 reported 
in your return, an addition to income of $20,184.88. 


(d) The cost of 1035 shares of Fiscal Fund, Inc., insurance stock, 
acquired by purchase on March 15, 1937, and by subsequent stock divi- 
dends, sold on October 5, 1938, has been determined as $4,023.44, in lieu 
of $4,336.65 claimed in your return, resulting in a disallowance of the 
claimed long-term capital loss to the extent of $208.81. 

The long-term capital loss of $741.25 claimed on account of worth- 
lessness of stock of Rockett Lincoln Film Co., is disallowed because the 
stock did not become worthless during the taxable year and no loss with 
respect thereto was sustained during the taxable year. 

These adjustments result in the disallowance of net long-term eapi- 
tal loss to the extent of $950.06. 


(e) The loss of $1,333.33 claimed under item 18 of your return as 
‘“‘Imperial Valley Farm Lands Association. A 1/3 interest in lands out 
of Trust 3074. Property has been abandoned”’ is disallowed for lack of 
substantiation that a loss was sustained by you in the taxable year. 


(£) Income in the amount of $93,735.18 taxable to you under sec- 
tion 22(a) of the Revenue Act of 1938 arose from cancellation of your 
debt of $43,670.58 to Chandis Securities Company and your debt of 
$50,064.60 to Chandis Securities Company and/or ‘‘ Trust A-3872.”’ 


Computation of Alternative Tax 
Taxable Year Ended December 31, 1938 


BME OTAC USCC —...2.----<--------eeoveneecoeonc~noenncnnnnstecerensennessctones $162,202.06 
mis. Net long-term eapital loss -..........-.--.----..-.-.0-.--------- 7,187.28 
(gas inet, TAG ECO) gE se Perce $169,989.34 
Beret CreoMdl ERCMPtION ........--..---...-..--a0-c--n-ee- $ 2,500.00 

Mee it tor dependents ...c.c2ieteee-wccccccsecccese 800.00 3,300.00 
mance (surtax net inCOMe) .........-.....-.----n---c--eeereennnroe enone $166,689.34 
Meee Harned INCOME CLCCIt -..---...-...-----.----n---ecneseeeeneeceseneneeneeee 1,400.00 
Net income subject to normal tax ......--.-.---------+-2-1eeecececceeseenees $165,289.34 


Normal tax at 4% on $165,289.34 ............------------ $ 6,611.57 
Surtax on $166,689.34 -...........---.-c-scecc-esceceeenseeseeess 69,013.60 
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BET 123 lg tesa gh aaa eS 5 ees st $ 75,625.17 
Minus: 30% of net long-term capital loss ......-..------------++---++ 2,336.18 
PAT Perinat we te ccc cpus ceee see eee ee cere eee $ 73,288.99 


Computation of Tax 
Taxable Year Ended December 31, 1938 


Net imeomne: aeinmswe 2c cece eee cee cere nner $162,202.06 
Ib@sge lPeresonavalll GROUT ON, eccsceceececrercere reer $ 2,500.00 
Credit Lor dependents eee gece crn ceccsean 800.00 3,300.00 
Balance (surtax net INCOME) -........-----------eeeeeeseeceeeeeeecetetetttes $158,902.06 
Thess: Barned income Cre ait 2222-2. -2<-<2c-- ana ceccrenneee eens 1,400.00 
Net income subject to normal tax .......--.--------------eccete $157,502.06 
Normal tax at 4% on $157,502.06 ........---------------+++ $ 6,300.48 
Grartanx On PIGS, 00200 sere aac eee cence eee nee 64,341.24 
Bes cla er Sa een ence ee $ 70,641.32 
Alternative tax -.....--:s--ccccc-cecccecceeceeceeeceeeesecsenenensesneennoscennatecsenes $ 73,288.99 
Total imCOME tAX ---.----..--.-cee-n--ccee----aneccseeeereccccnessenenseeseateatenceses $ 73,288.99 
Less: Income tax paid at source ..----..---------------+- $ 9.50 
Income tax paid to a foreign country 
or U.S. POSS@SSION .............:0ceee----20+-=- 2.50 12.00 
Correct income tax liability -..-.-.----------ssscssseeseeeeseceeteseeeenstens $ [3210.08 
Income tax assessed : 
Original, account No. 832685 -.....----------sseeeec erences 7,406.98 
Deficiency of income tax -.....--------+--ssccseseeeeteeestestseterteteeeteteaees $ 65,870.01 


Adjustments to Net Income 
Taxable Year Ended December 31, 1939 


Net income as disclosed by return .....----.--------+----s-cesesseresesetentes $50,530.08 
Additional income and unallowable deductions: 

(a) Dividends received ~....-.--------2-----ee $ 11.21 

(b) Interest received -.........------scseee rt 40.00 

(ce) Trust imcome ~.-..---+----ss-cecsereeeseteecotees 22,495.72 

(d) Long-term capital loss disallowed .........--. 89.15 22,636.08 


Net income adjusted ..........-...---cesscseeseeceesseneeresestessesetneenseeasennes $73,166.16 


vs. May Chandler Goodan, et al. 97 


Explanation of Adjustments 


_ (a) The following amounts of dividends received are not included 
in the amount reported in yonr return: 


Biiseame Piri, INC. ...-....c.cc0--cceocsseeseece uu: $ 7.21 
State Street Investment Co. ...................-.. 4.00 
Bek 00.) os scs, co $11.21 


(b) The amount of interest received reported in your return is un- 
derstated $40.00, representing an additional amount received on Prov- 
ince Santa Fe-Argentine bonds. 


(ce) Income from ‘‘Chandler Trust No. 2’’ taxable to you has been 
determined in the amount of $47,834.49, in lien of $25,338.77 reported 
in your return, an addition to income of $22,495.72. 


(d) The long-term capital loss from the sale of Fiscal Fund, Inc., 
insurance stock, claimed in the amount of $793.80 is disallowed to the 
extent of $89.15 due to the determination of long-term capital loss in 
the amount of $704.65, as follows: 


ke (UEC) ee eae re $7,194.61 
OSL teil re ees ne §,603.91 
ME reseGUStAINC  ..........1...-.-eccsscarecnessssecees $1,409.30 
Long-term capital loss, 50% «1.0.0.2... $ 704.65 


Computation of Alternative Tax 
Taxable Year Ended December 31, 1939 


Me BIS LCC. anon ee oan enccenscneenest geencaceeee eres eee $73,166.16 
ilies eet long-term capital loss ...............-..secsseesse-cosseceoesecee 704.65 
i AR UTC ERIITCOTING nn. -n- an dcenesecenstennnanesvansaseeerse esse $73,870.81 
BeeermecChsOlial CXEMPtiON. ........-.---...-c.---0e0cs--ceceosesseenetenorseceenuss 2,500.00 
Bmemices(sUriax Net INCOME) ...............----s-ssescessserecsennncnanceccetseees $71,370.81 
Wess Harned INCOME Credit, .........:2.-.cceccssseseeseoceseeeseseceeerocceeeeece 1,400.00 
meeeicome subject to normal tan ..................eececnncerecseseeenoeee $69,970.81 
igrmal tax at 4% on $69,970.81 .......---..-...-n.0.-c-0e- $ 2,798.83 

Ree 1 (0.81 ._......1--c-cnccccnnoeensneneneceeceenceeenes 15,449.45 

2) BS 2 anne es sentaaneseesessnnnssnennanssunenaccerseees $18,248.28 
Minus: 30% of net long-term capital loss -...............-..10-- 211.389 


UE MN A os ns none oni nnscciasuesceceecessecescnccscceeccecseseseeecese co caeeee $18,036.89 
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Computation of Tax 
Taxable Year Ended December 31, 1939 


iNetancome: adjusted 2.072 eee eee ee $73,166.16 
ess; Personalvexemption <2. ere 2,500.00 
Balance (surtax net mcomie) cee $70,666.16 
hess) Warniedanecome ered. ee 1,400.00 
Net income subject to normal tax... ee $69,266.16 
Normal tax at 4% on $69,266.16 _..002 eee $ 2,770.64 
MuUriax Ons (0060 10226 s cee = ee eee 15,146.45 
NOGA Pee Seria re Ren aie tera ties cee eh oa tae ee, 2 ee $17,917.09 
SEDC At UN RIC cae 13, Ree ee ena a ORE ROMEO REE Sic $18,036.89 
Total Mi@omie stax: 2.5 <2 ren Nees aoe ea ee $18,036.89 
Less: Income tax paid at source -....0......-.. eee $ 9.50 
Income tax paid to a foreign country 
Or WcS, POSSESSION .........272 0 ee 10.00 19.50 
Coprect income tax liability... ssc se $18,017.39 
Income tax assessed : 
Originalsaccount No, 2020 (le ee D027 Tay 
Deficiency of meome tax. $ 8,995.62 


Adjustments to Net Income 
Taxable Year Ended December 31, 1940 


iNet income as disclosed by return ..............2 2... eee $56,627.56 
Additional income: 

(ayeDividends Tecelved je sec -ei-cceeteesces $ 172.19 

(io) BeliniGerestanecelvc cleseereessseeee teen serene 177.00 

(Ome lriist INCOM ee 2 ne eee 24,563.86 24,913.05 
INetpIncOMe AC jUStEd ...:...h:eeee ee $81,540.61 


Explanation of Adjustments 
(a) The following amounts of dividends received are not included 
in the amount repor ted i in your return: 
San Fernando Mission Land Company....$100.00 
Tereseall JEM wnaeL, UBIO, cccocceeccussnosesccceonceeoeonee 4.19 
New England LUT) 010 Uceateae Aare Aart te Neg 68.00 
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(b) The following amounts of interest received are not ineluded in 
the amount reported in your return: 


oriekrur Company .............0 oes $137.50 
Province Santa Fe-Argentine .................- 39.50 
(SOLE 8: =. 2m eee SS ROE $177.00 


(e) Income from ‘‘Chandler Trust No. 2’’ taxable to you has been 
determined in the amount of $51,643.72, in lieu of $27,079.86 reported 
in your return, an addition to income of $24,563.86. 


Computation of Alternative Tax 
Taxable Year Ended December 31, 1940 


CTI: ICU S6 [  n P $81,540.61 
fvere ct long-term capital loss ..........-..--..-cessescsssenceeneecceeee 3.46 
“COMCIOUSILE YEE 1) cc ee $81,544.07 
Pe Pe heOlal EXCMPTION -.......-------nccesceceoeeeecneencececcecesccsemnecemnas 2,000.00 
Se emecs(Strtax Net INCOME) ~.............----..--cc-scescsecceecceceesaceecensers $79,544.07 
eee ArMed INCOME CTECIt, ..__....--.----------ceeeeoeeeeeeenennnceeesseeceonea 1,400.00 
iNeimncome subject to normal tax ...............--..-..--------seeeencenoeenee $78,144.07 
Normal tax at 4% on $78,144.07 20... eeeee ecco $ 3,125.76 

STL, OL RSet YR 25,652.03 

SUPA) SIS cu 538 RR Sp nnn eS ee $28,777.79 
Minus: 30% of net long-term capital loss -.............-...:--ceeeeeeo-+- 1.03 
ANE ream HES caer $28,776.76 


Computation of Tax 
Taxable Year Ended December 31, 1940 


PEM OVORACUINISUCG <o._aeac---n--ceeecen-tecse-nnncosenscceeceseneacteonneaccoctaeces $81,540.61 
Br ePIC ROM CNET LION. ........----cceec-see---a--oasro-ceconssceaseaaenonscness 2,000.00 
Beem cUrtax NCt WCOME) ....-...2..--<---------secc-ceeeweeene cee eceneeceees $79,540.61 
Ms erey VIC 1NCOME CYECIt ......-2-----c---n--ne-cceecresesecoeceeerscceenseenees 1,400.00 
iNefincome subject to normal tax ..........--..c--cccoeceweseco-nseneeeees $78,140.61 
Normal tax at 4% on $78,140.61 22.2... $ 3,125.62 

meee 19.90.61 ._....-..--seecceccecccecaeeasesceoceecsesaeee 25,650.30 

Rn 5 2 cc ccagag se enee ea res eeae cece ce Rha Nees ecaacsen enc $28,775.92 
(oo 1) ARIES ee ee ns SS $28,776.76 
Rete etx (10% of $28,076.16), ocecnccccccccececenas ncn neneecteneecnenene 2,877.68 


NM occa asec seco secre sees cnc ance occueoctatnn asian nnssceanacnnncelancaees $31,654.44 
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Less: Income tax paid at source .......--.--ececcseceeeoe-- $ 9.50 
Income tax paid to a foreign country 
oriU.S. possession 2.2.2 eee 5.00 14.50 
Correct imeouie tax abinty ee ee ee $31,639.94 
Income tax assessed : 
Original, accoumiiNo, Co0208 @ a 17,525.94 
Deticieney Of IMCOMe tax ee $14,114.00 


Adjustments to Net Income 
Taxable Year Ended December 31, 1941 


INetincome as disclosed by return -.2-..............:.... ee $24,174.47 
Additional income and unallowable deductions: 

(a) Dividends: received) <..2- veers $ 400.00 

(oy interest, received 221.2. 376.50 

(c) Long-term capital losses disallowed ........ 690.46 

ee Trust Ome eee ee ee 12,342.48 138,809.44 
ING micome adjsteG’ 2 --...fo0 eee. $37,983.91 


Explanation of Adjustments 


(a) The following amounts of dividends received are not included 
in the amount reported in your return: 


IN@wy WBrme@llannGl VIC) ececeeeesececcccecnecmsereenne $240.00 
TES CONE JETRO (CD, aprrennrrenrrecemernennnrenennnennee 60.00 
Southern California Gas Co. ...............---. 75.00 
Gladdimey eb caries. oe 25.00 
NYG) EW Men a te iap ieee Rt eg ee eA $400.00 


(b) The following amounts of interest received are not included in 
the amount reported in your return: 


Mirst, Industrics ee. -............ $150.00 
Provinee Santa Fe-Argentine ..............-.-- 226.50 
Be oatsd ccs eect ee eee ee $376.50 


(ec) The basis of $4,787.50 claimed in your return for Richfield Oil 
Company stock sold is disallowed to the extent of $958.50, resulting in 
the disallowance of long-term capital loss from the sale to the extent of 

479.25. 
; The basis of $4,872.34 claimed in your return for Fiscal Fund, Inc., 
insurance stock, sold is disallowed to the extent of $422.43, resulting in 
the disallowance of long-term capital loss from the sale to the extent of 
$211.21. 


(d) Income from ‘‘Chandler Trust No. 2”’ taxable to you has been 
determined in the amount of $46,427.48, in lieu of $34,085.00 reported 
in your return, an addition to income of $12,342.48. 
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Computation of Alternative Tax 
Taxable Year Ended December 31, 1941 


MP CUPICOMIGIACJUSECC _.......-c-2cccce0cenneccenenoenceeecuncnecnecececeecececeneensal $37,983.91 
PiimermNet long-term capital 1Oss .........-..............c-...secececoeseneene 13,203.00 
<0 TESTES CC) 0 $51,186.91 
WE cUsOlal EXEMPTION ......:.-.-..-c...eoc-ccceeecaneqenennecesceescsseneee 1,500.00 
i ieemieurtax et iCOME) ...........-..-....---.-c-c--ce-cce-cescscssessenes $49,686.91 
HE SCe ea EMeC INCOME CLEdit -.....---.---c-ccesececec-neaeeaseceeensacneeeceeanenes 1,400.00 
icummeome Subject to normal tax ............-.---.-.-s--cesseescseesarseeronsee $48,286.91 
Normal tax at 4% on $48,286.91 wee $ 1,931.48 

Bree OM $49,686.91 ...........cncec--ncocnncnceosncseecnnceesnoes 19,207.80 

ooo Leche esac din enneettateeosnnnnenancensancasesiils $21,139.28 
Minus: 30% of net long-term capital loss -.......e. eee 3,960.90 
BM TT VETVCUUAX <..........--..20---.-0c--ncecsnecsneececcecnsacacaccceccancneceaeeeacenaseaes $17,178.38 


Computation of Tax 
Taxable Year Ended December 31, 1941 


Pe MS MCHAGAUSLC .......-0------cs0-c+-cenns--arecennccsecscecseovenseetceuseeneceses $37,983.91 
See etsollal CXEMPLION -__...-...------ccce---c--nc-eceeeeseeeecceeceeceeennteee 1,500.00 
Breer em(GMTLAX TEL INCOME) ..2-...22...-2<.--..---osees-cecsonsececesensensnnane -$36,483.91 
ec mained WICOMEC CLeCit -........------2-----------ec-nceeoe-ceescceesessaecee 1,400.00 
Pier mrcome subject to normal tax ..........-.--..---.....-----sse-es-eeeeeceee $35,083.91 
Normamiax at 49% 0n $35,083.91 -..1..........-...---- $ 1,403.36 
“SEUSS (ONT) SHELLED Be 12,141.96 
TROL sence ese ae $13,545.32 
Ad@ieaa TENG TSR, eee eee eine eee ee $17,178.38 
Og LOC GS, el ee $17,178.38 
ess: Income tax paid at source ...............-.......---- $ 9.50 
Income tax paid to a foreign country 
TTS POSSESSION -2...-22022-.e002-oee cee eeecoe _ 25.00 34.50 
Reece icone tax liability -..-..----....-.-..0..----.ss-sce-cececencorenennenees $17,143.88 
Income tax assessed : 
Original, account No. 930974 -.....-----------------s-e-seceseeeeeeeseeeaes 9,388.15 
PaCletiey Ol INCOME LAX -_..-.-----.-.-.-.0e-c eer nnnnnnnnnennetee cone nee neeeae eee $ 7,755.73 


Received and filed Sept. 27, 1943, T.C.U.S. 
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[Title of Tax Court and Cause.] 
Docket No. 3036 


ANSWER 


The Commissioner of Internal Revenue, by his at- 
torney, J. P. Wenchel, Chief Counsel, Bureau of In- 
ternal Revenue, for answer to the petition of the 
above-named taxpayer, admits and denies as fol- 
lows: 


T and It. Admits the allegations contained in 
paragraphs I and II of the petition. 


TII. Admits that the taxes in controversy are in- 
come taxes for the calendar years 1938 to 1941, in- 
clusive, but denies that the total proposed deficien- 
cies aggregating $96,735.36 are in controversy; de- 
nies the remainder of the allegations contained in 
paragraph III of the petition. 


IV. (1) to (7), inclusive. Denies that the re- 
spondent erred as alleged in subparagraphs (1) to 
(7), inclusive, of paragraph IV of the petition. 

V. (1) and (2). Admits the allegations contained 
in subparagraphs (1) and (2) of paragraph V of 
the petition. 


(8). Admits that the petitioner in her income tax 
return for the year 1938 reported $26,442.77 as in- 
come from Trust No. 2. Admits that respondent de- 
termined that the amount reportable by petitioner 
from said source was the sum of $46,627.65, and ac- 
cordingly increased the net taxable income reported 
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by petitioner by the sum of $20,184.88. Denies that 
respondent’s determination was erroneous and de- 
nies the remaining allegations contained in sub- 
paragraph (38) of paragraph V of the petition. 


(4) and (5). Denies the allegations contained in 
subparagraphs (4) and (5) of paragraph V of the 
petition. 


(6). Admits that petitioner in her icome tax re- 
turn for the year 1939 reported $25,338.77 as income 
from Trust No. 2. Admits that respondent deter- 
mined that the amount reportable by petitioner 
from said source was $47,834.49, and accordingly in- 
ereased net taxable income reported by petitioner by 
the sum of $22,495.72. Denies that respondent’s de- 
termination was erroneous and denies remaining al- 
legations of subparagraph (6) of paragraph V of 
the petition. 


(7). Admits that petitioner on her income tax re- 
turn for 1940 reported $27,079.86 as income from 
Trust No. 2. Admits that respondent determined 
that the sum reportable by her from said source was 
$51,643.72, and accordingly increased taxable net 
income reported by petitioner by the sum of $24,- 
563.86. Denies that the respondent’s determination 
was erroneous, and denies the remaining allega- 
tions of subparagraph (7) of paragraph V of the 
petition. 


(8). Admits that petitioner on her return for the 
year 1941 reported $34,085.00 as income from Trust 
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No. 2. Admits that respondent determined that the 
amount reportable by petitioner from said source 
was $46,427.48, and accordingly increased net tax- 
able income reported by petitioner by the sum of 
$12,342.48. Denies that respondent’s determination 
was erroneous, and denies the remaining allegations 
of subparagraph (8) of paragraph V of the peti- 
tion. 

(9). Denies the allegations contained in subpara- 
graph (9) of paragraph V of the petition. 

VI. Denies each and every allegation contained in 
the petition not hereinbefore specifically admitted or 
denied. 


Wherefore, it is prayed that the determination of 
the Commissioner be approved. 


/s/ J. P. WENCHEL, 
Chief Counsel, 
Bureau of Internal Revenue 


Of Counsel: 
B. H. NEBLEYY, 
Division Counsel. 
HAROLD D. THOMAS, 


Special Attorney, 
Bureau of Internal Revenue 


Received and filed Nov. 17, 1948, T. C. U.S. 
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The Tax Court of the United States 
Washington 


Docket No. 3086 


MARIAN OTIS CHANDLER, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DECISION 


Pursuant to the Opinion of this Court promul- 
gated May 23, 1949, it is 

Ordered and decided: That there are deficiencies 
in income tax for the calendar years 1938, 1939, 1940 
and 1941 in the respective amounts of $21,301.69; 
$42.61; $184.38 and $626.45. 

[Seal] /3s/ WILLIAM W. ARNOLD, 

Judge. 


Entered Nov. 30, 1949. 


Served Dec. 1, 1949. 
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In the United States Court of Appeals 
for the Ninth Circuit 


T. C. Docket No. 3036 


COMMISSIONER OF INTERNAL REVENUE, 
Petitioner on Review, 


VS. 


MARIAN OTIS CHANDLER, 
Respondent on Review. 


PETITION FOR REVIEW 


To the Honorable Judges of the United States Court 
of Appeals for the Ninth Circuit: 


The Commissioner of Internal Revenue hereby 
petitions the United States Court of Appeals for the 
Ninth Cireuit to review the decision entered by The 
Tax Court of the United States on November 30, 
1949, ‘‘That there are deficiencies in income tax for 
the calendar years 1938, 1939, 1940 and 1941 in the 
respective amounts of $21,301.69; $42.61; $184.38 
and $626.45’’ in respect of the Federal income tax 
liability of Marian Otis Chandler, the above-named 
respondent on review. This petition for review is 
filed pursuant to the provisions of Sections 1141 and 
1142 of the Internal Revenue Code. 

The respondent on review, Marian Otis Chandler, 
is a resident of Los Angeles, California, and filed 
her Federal income tax returns for the years 1938, 
1939, 1940 and 1941 with the Collector of Internal 
Revenue for the Sixth District of California, whose 
office is in Los Angeles, California, and within the 
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jurisdiction of the United States Court of Appeals 
for the Ninth Circuit wherein this review is sought. 


Nature of Controversy 


The issue presented to and passed upon by The 
Tax Court of the United States and which was de- 
cided contrary to the Commissioner’s determination 
is whether certain taxable stock dividends which 
were received by Chandler Trust No. 2, of which 
trust the respondent on review was one of the life 
tenant trustors, are taxable to the life tenant trus- 
tors of the trust, as determined by the Commissioner, 
or, as claimed by the taxpayer, to the trust itself. 
The Tax Court held, contrary to the Commissioner’s 
determination, that Sections 22(a), 166, and 167 of 
the Revenue Act of 1938 and the Internal Revenue 
Code are inapplicable and that the stock dividends 
in question are taxable to the trust rather than to 
the life tenant beneficiaries and trustors. The Com- 
missioner’s determination in this and related cases 
was thus disapproved in so far as it reflected the 
Commisioner’s inclusion of an allocate portion of 
the taxable stock dividends in the taxable income of 
each of the life tenant trustors for the years here in- 
volved. 

/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, 
Bureau of Internal Revenue. 


Received and filed Nov. 17, 1948. U.S.C.A. 
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[Title Court of Appeals and Cause. ] 


STATEMENT OF POINTS 


Comes Now the Commissioner of Internal Reve- 
nue, petitioner on review in the above-entitled cause, 
by and through his attorneys, Theron L. Caudle, 
Assistant Attorney General and Charles Ohphant, 
Chief Counsel, Bureau of Internal Revenue, and 
hereby states that he intends to rely upon the fol- 
lowing points in this proceeding: 


The Tax Court of the United States erred: 


1. In ordering and deciding that there are de- 
ficiencies in income tax for the calendar years 1938, 
1939, 1940 and 1941, in the respective amounts of 
$21,301.69, $42.61, $184.38 and $626.45. 


2. In failing and refusing to sustain the defic- 
encies in tax determined by the Commissioner, as 
modified by the stipulation of the parties, on the 
basis that the stock dividends received by the Chan- 
dler Trust No. 2 were taxable to the hfe tenant 
trustors. 


3. In holding that the Chandler Trust No. 2 was, 
for Federal income tax purposes, a valid trust under 
the laws of California. 


4. In failing and refusing to hold and decide 
that the Chandler Trust No. 2 was, by virtue of the 
rights of amendment or modification reserved by the 
trustors, not a valid trust for Federal income tax 
purposes and that, accordingly, the taxable stock 
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dividends received by the trust during the taxable 
years were taxable to the life tenant trustors under 
Sections 22(a) and/or Sections 166 and 167 of the 
Revenue Act of 1938 and the Internal Revenue 
Code, rather than to the trust itself. 


do. In holding that Sections 22(a), 166, and 167 
of the Revenue Act of 1938 and the Internal Reve- 
nue Code are inapplicable. 


6. In denying the Commissioner’s motion to re- 
consider and set aside the Court’s findings of fact 
and opinion. 


7. In that its opinion and decision are contrary 
to the facts as stipulated by the parties. 


8. In that its opinion and its decision are con- 
trary to law and the Commissioner’s regulations. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for Petitioner on Review. 


Statement of Service attached. 


Received and filed May 4, 1950. U. S. C. A. 


J13k@) Comnussioner of Internal Revenue 


The Tax Court of the United States 
Docket No. 3037 


NORMAN CHANDLER, 
Petitioner, 
Vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION 


The above-named petitioner hereby petitions for 
a redetermination of the deficiency set forth by the 
Commissioner of Internal Revenue in his notice of 
deficiency (LA:IT:90D:PB) dated June 30, 1948, 
and as a basis of this proceeding alleges as follows: 


i 


Petitioner is an individual residing at 800 West 
Orange Grove Avenue, Sierra Madre, California. 
The returns for the period here involved were filed 
with the Collector for the Sixth District of Cali- 
fornia. 


II. 


The notice of deficiency, a copy of which is at- 
tached hereto, marked ‘‘ Exhibit A’’ and made a part 
hereof, was mailed to the petitioner on June 30, 
1943. 
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The taxes in controversy are income taxes for the 
calendar years 1938 to 1941, inclusive, totaling 
$23,205.90. 


BYE 


The determination of the taxes set forth in said 
notice of deficiency is based upon the following 
errors: 

(1) Respondent erred in determining deficien- 


cies in income tax for the years 1938 to 1941, inclu- 
sive, in the total sum of $23,205.90. 


(2) Respondent erred in adding to petitioner’s 
net taxable income for the year 1938 the sum of 
$17,840.29. 


(3) Respondent erred in adding to petitioner’s 
net taxable income for the year 1939 the sum of 
$7221.48. 


(4) Respondent erred in adding to petitioner’s 
net taxable income for the year 1940 the sum of 
$8400.59. 

(5) Respondent erred in adding to petitioner’s 
net taxable income for the year 1941 the sum of 
pile o1( 23. 

V. 


The facts upon which petitioner relies as the 
basis of this proceeding are as follows: 


(1) Petitioner is a resident of the County of 
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Los Angeles, State of California, and as such filed 
his income tax returns for each of the years herein 
involved with the Collector of Internal Revenue for 
the Sixth Collection District of California. 


(2) Petitioner during the years herein involved 
was a beneficiary under that certain trust desig- 
nated Trust No. 2, wherein Marian Otis Chan- 
dler, May C. Goodan, Constance Chandler (Con- 
stance Chandler Crowe), Ruth C. Williamson, Nor- 
man Chandler, Harrison G. O. Chandler, Helen C. 
Garland, and Philip Chandler are designated ‘‘ pres- 
ent trustees.’’ 


(3) Petitioner, as beneficiary, during the year 
1938 received as his full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $8118.59, which he reported in his income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1938 was the sum of $11,446.46, thereby 
erroneously and illegally overstating petitioner’s 
net taxable income by the sum of $3327.87. No part 
of this last mentioned sum was either actually or 
constructively received by petitioner and no part 
thereof constituted taxable income. 


(4) Petitioner, as beneficiary, during the year 
1939 received as his full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $8389.89, which he reported in his income tax 
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return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1939 was the sum of $12,418.08, thereby 
erroneously and illegally overstating petitioner’s 
net taxable income by the sum of $4028.19. No 
part of this last mentioned sum was either actually 
or constructively received by petitioner and no part 
thereof constituted taxable income. 


(5) Petitioner, as beneficiary, during the year 
1940 received as his full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $9385.93, which he reported in his income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1940 was the sum of $13,413.66, thereby 
erroneously and illegally overstating petitioner’s 
net taxable income by the sum of $4027.73. No part 
of this last mentioned sum was either actually or 
constructively received by petitioner and no part 
therof constituted taxable income. 


(6) Petitioner, as beneficiary, during the year 
1941 received as his full and complete share of the 
distributive net income of said ''rust No. 2 the sum 
of $10,527.69, which he reported in his income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1941 was the sum of $12,563.85, thereby 
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erroneously and illegally overstating petitioner’s 
net taxable income by the sum of $2086.16. No part 
of this last mentioned sum was either actually or 
constructively received by petitioner and no part 
thereof constituted taxable income. 


(7) Respondent, under date of June 30, 1948, 
issued a notice of deficiency determining that said 
Trust No. 2 was an association taxable as a cor- 
poration. Under date of June 30, 1943, respondent 
issued a notice of deficiency determining that Trust 
No. 1, wherein Harry Chandler, Norman Chandler, 
and Marian Otis Chandler are designated ‘‘ present 
trustees’? and petitioner and others are designated 
‘‘beneficiaries,’’ was an association taxable as a 
corporation. Petitioner is informed and _ believes 
and therefore alleges that the trustees of each of 
the aforementioned trusts have filed or will file a 
petition to The United States Tax Court for a re- 
determination of the deficiencies set forth in said 
notices, and that the actions of the respondent in 
determining said trusts to be associations taxable as 
corporations and in determining the deficiencies 
herein involved are inconsistent, erroneous, and 
illegal. 


Wherefore, petitioner prays that The Tax Court 
of The United States hear this petition and rede- 
termine the aforesaid deficiencies in accordance with 
the rights of the petitioner in the premises and grant 
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any and all refunds that may be due as a result of 
such redetermination. 


Dated September 20, 1943. 
/s/ A. CALDER MACKAY, 
/s/ ARTHUR McGREGOR, 


/s/ HOWARD W. REYNOLDS, 
Counsel for Petitioner. 


State of California 
County of Los Angeles—ss. 


Norman Chandler, being duly sworn, deposes and 
says that he is the petitioner above named; that he 
has read the foregoing petition, or had the same 
read to him, and is familiar with the statements 
contained therein, and that the statements con- 
tained therem are true, except those stated to be 
upon information and belief, and that those he be- 
heves to be true. 


/s/ NORMAN CHANDLER. 
Subscribed and sworn to before me this 20th day 
of September, 1943. 


[Seal] /s/ C. O. DENNING, 
Notary Public in and for said County and State. 
My commission expires Sept. 3, 1947. 
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EXHIBIT A 
Form 1279 
Treasury Department 


Internal Revenue Service 
417 South Hill Street 
Los Angeles, 13, California. 


June 30, 1943 
Office of 
Internal Revenue Agent in Charge 
Los Angeles Division 


LA:IT:90D:PB 


Mr. Norman Chandler, 
800 West Orange Grove Avenue, 
Sierra Madre, California. 


Sint: 

You are advised that the determination of your 
income tax liability for the taxable years ended De- 
cember 31, 1938 to 1941, inclusive, discloses a de- 
ficiency of $22,912.83 and $293.07 in penalty, as 
shown in the statement attached. 

In accordance with the provisions of existing in- 
ternal revenue laws, notice is hereby given of the 
deficiency or deficiencies mentioned. 

Within 90 days (not counting Sunday or a legal 
holiday in the District of Columbia as the 90th day) 
from the date of the mailing of this letter, you may 
file a petition with The Tax Court of the United 
States, at its principal address, Washington, D. C., 
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for a redetermination of the deficiency or defi- 
ciencies. 

Should you not desire to file a petition, you are 
requested to execute the enclosed form and forward 
it to the Internal Revenue Agent in Charge, Los 
Angeles, California for the attention of LA:Conf. 
The signing and filing of this form will expedite 
the closing of your return(s) by permitting an early 
assessment of the deficiency or deficiencies, and will 
prevent the accumulation of interest, since the in- 
terest period terminates 30 days after filing the 
form, or on the date assessment is made, whichever 
is earlier. 


Respectfully, 


GUY T. HELVERING, 
Commissioner, 


By GEORGE D. MARTIN, 
Internal Revenue Agent in 
Charge. 


Enclosures: 
Statement 


Form of waiver. 
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Statement 
LA :IT :90D :PB 


Mr. Norman Chandler, 
800 West Orange Grove Avenue, 
Sierra Madre, California. 


Tax Liability for the Taxable Years Ended 
December 31, 1938 to 1941, Inclusive 


Income Tax 


5% 
Year Liability Assessed Deficiency Penalty 
a ee oe eee $ 12,707 82 $ 6,936.38 $ 5,861.44 $293.07 
tS ieee 2 re Vije20.61 14,166.70 3,162.91 
ASV er ame oe eror ann 25,517.41 21,011.07 4,506.34 
LOA cs Gee Loe 55,927.63 46,545.49 9,382.14 
Ae as een $111,572.47 $88,659.64 $22,912.83 $293.07 


This determination of your income tax and penalty liability has been 
made upon the basis of information on file in this office. 


The 5 per cent penalty shown herein for the taxable year ended 
December 31, 1938, has been asserted in accordance with the provisions 
of section 293 (a) of the Revenue Act of 1938. 

Adjustments to Net Income 


Taxable Year Ended December 31, 1938 


Net income as disclosed by retiri <.....-..-.....-s2:-sscescececeses-csseseeee $43,953.95 
Additional income and unallowable deductions: 

(a) Salary received =< <2 sete $ 450.00 

(DD) Trist 1 CO Cire cee 3,003.66 

(OQ) Rentalein concen 221.14 

(d) Long-term capital loss disallowed ............ 11,516.00 

(ey interest disallowed! 22.5.2... 4.2. 769.70 

(Gime haces eclisallll Owed pean 707.50 

(g) Loss, oil venture, disallowed -.......-.--...------- 1,037.50 

(h) Legal expense disallowed .............--.------+-++ 134.79 17,840.29 
Netaincame adjusted ......:sc-c0cereeccsee oe ee $61,794.24 


Explanation of Adjustments 


(a) You received compensation for personal services from The 
Times-Mirror Co., in the amount of $41,550.00, of which your com- 
munity half is $20,775.00, whereas the community half reported in your 
return is $20,325.00, an understatement of $450.00. 
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(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
*“*Chandler Trust No. 1’’........ $17,951.65 $17,627.44 ($324.21) 
e@nandicr Trust No. 2”’........ 8,118.59 11,446.46 Socl-ot 
OO) ee $26,070.24 $29,073.90 $3,003.66 


(e) The net rental income of $557.72 reported in your return is 
increased $221.14 by the disallowance of $1,000.00 of the depreciation 
claimed and the apportionment of one-half of the $1,557.72 corrected 
amount of net rental income to your wife’s return. The real estate 
involved was owned by you and your wife as joint tenants. 


Depreciation on the Nottingham residence is allowed at the rate of 
5% per annum on a basis of $15,000.00, or an allowance of $750.00, in 
lieu of $1,250.00 claimed, a disallowance of $500.00. The depreciation 
of $500.00 claimed on furniture in said residence is disallowed since the 
property was rented unfurnished and the furniture was not held for 
the production of income. 


(d) Your claim for a deduction of $11,516.00 as a long-term capital 
loss from the sale of 200 shares of Beverly Wilshire Investment Com- 
pany stock is not allowable. 


(e) One-half of the interest of $1,539.41, paid on loans secured by 
real estate owned by you and your wife as joint tenants and claimed 
as a deduction in your return, is disallowed as being deductible by your 
wife. 


(f) One-half of the taxes amounting to $1,415.01, paid on real 
estate owned by you and your wife as joint tenants and claimed as a 
deduction in your return, is disallowed as being deductible by your 
wife. 

(g) The loss of $2,075.00 claimed under item 18 of your return on 
account of the R. L. Gilmore Oil Venture is a capital loss subject to the 
50% limitation in section 117 of the Revenue Act of 1938. 

(h) The legal expense of $134.79 claimed as a deduction in your 
return is disallowed as representing a capital expenditure. 
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Computation of Alternative Tax 
Taxable Year Ended December 31, 1988 


Net income adjusted .......-.-...-.-.---cec-cscecsceeseneesesenecsasescreeesseceneateees $61,794.24 
Plus: Net long-term capital lOSS .....-.---.-------------sseseeeereeee 1,037.50 
Ordinary met imCOME -...-...-------------ecsneeesneeen ce teen tc tenen tetera $62,831.74 
Less: Personal exemption ...-...-..-.------+--c--ee--eeecsee- $ 2,500.00 

Credit for dependents ..........--..-------------------- 800.00 3,300.00 
Balance (surtax net income) -....-.-----------:s-er ee $59,531.74 
Less: Interest, item 5 of return -........----.---------------- 3 7.50 

Earned income credit -.....-.-.-.------+1-----eeeneeoe 1,400.00 1,407.50 
Net income subject to normal tax ......--..---------e---seseceeeene $58,124.24 
Normal tax at 4% on $58,124.24 -.....----------------- $ 2,324.97 
Surtax on $59,531.74 -......-.--------c---eeeceneeneeesceeeeceeteete 10,7960 
TP ey PUM cece eee cscs cme rece ee eeeceanet mee eee eaeneo er $13,121.07 
Minus: 30% of net long-term capital loss -......---.-----------0ere-0-+ 311.29 
PA Thermaithy 6 CON ac eceecceceseccece ces oeceec eee ceeeenecorenecresereresenabatearscaencaazig $12,809.82 


Computation of Tax 
Taxable Year Ended December 31, 1938 


Net income adjusted —....--...---------------ssecscreesnseeerseeenenre res eoemasss $61,794.24 
Less: Personal exemption -.......----------------e-se-esne007 $ 2,500.00 
Credit for dependents .......----------------ere---2007 800.00 3,300.00 
Balance (surtax net income) --.-...--------+--snsescne eg e $58,494.24 
Less: Interest, item 5 of returm -......--------------------- $ 7.00 
Earned income credit «........-------------ee-eeeeeeee- 1,400.00 1,407.50 
Net income subject to normal tak -...-------------n ee $57,086.74 
Normal tax at 4% on $57,086.74 —.-.-.------------neen> $ 2,283.47 
Surtax on $58,494.24 nn. -neeneeeeeceeenseceeteeesenesectetene 10,432.98 
DBI occa cna naensnsencueecuce ees seneeenesessn ca csecsnteooe ane ea $12,716.45 
WR lgaara ere, TOS —.—.--ne-n-n-—annenencenn nn enseceec centro er $12,809.82 
MMMM a@OTNG LAN —.....---—--------cee-nemnsneneceeneentstsenrarcees ante $12,809.82 
Less: Income tax paid at SOULCE -.....-----e-----s-eesecreesrr tern 12.00 
Correct income tax liability ......--------------ecseemeness rere $12,797.82 
Income tax assessed : 
Original, account No. GQODGST case cccccecceccnscsceieetecees= =e cone 6,936.38 
Deficiency of income tax --..-.--------e-----reereerst tt $ 5,861.44 


FG) DCWellligy «ee eeeen cence sereeeacecceee eee aa $ 293.07 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1939 


Piemereame as cisclosed by returit -...........-2.cc0ccsseceseoceneeocaeeneeeoe $65,520.24 
Additional income and unallowable deductions: 

Meme diary TCCCIVEd .._...........-.-.---.s--eoceoeoceoseeoeee $ 498.50 

MPM TNIS! INCOME .............--.------ececseoosececenceeeesene 3,686.76 

MEP Ma) INCOME ..........2.0-c0c--necnesencocecccceensecene Dillaroi 

HMO CCT IICOME ......-.-...---.-0ce0cecceeuceeeesencsetonees 1,149.63 

Mepmmmrerest disallowed .....2......c..ccesccscceeceeececeene 768.30 

(eemeaxes disallowed .................ec-cccsssesseesieees 90298 7221Hs 
Net income adjusted .....................-- J $72,741.72 


Explanation of Adjustmenis 


(a) You received compensation for personal services from The 
Times-Mirror Co., in the amount of $41,897.00, of which your com- 
munity half is $20,948.50, whereas the community half reported in 
your return is $20,450.00, an understatement of $498.50. 


(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
ported in minedtaxable toincome 


your return to you (reduction ) 
meuandler Trust No. 1’’........ $21,560.46 S212 190s ($341.43) 
“Chandler Trust No. 2’’........ 8,389.89 12,418.08 4,028.19 
Ol ————— $29,950.35 $33,637.11 $3,686.76 


(ec) The net rental income of $569.38 reported in your return is in- 
creased $215.31 by the disallowance of $1,000.00 of the depreciation 
claimed and the apportionment of one-half of the $1,569.38 corrected 
amount of net rental income to your wife’s return. The reasons for 
these adjustments are as stated under adjustment (c) for the year 1938. 


(d) The amount of $1,149.63 received by you from The Times- 
Mirror Credit Union is held to represent income under the provisions 
of section 22(a) of the Internal Revenue Code. 

(e) One-half of the interest of $1,536.61, paid on loans secured by 
real estate owned by you and your wife as joint tenants and claimed 
as a deduction in your return, is disallowed as being deductible by your 
wife. 

(f) One-half of the taxes amounting to $1,805.96, paid on real 


estate owned by you and your wife as joint tenants and claimed as a 
deduction in your return, is disallowed as being deductible by your 


wife. 
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Computation of Tax 
Taxable Year Ended December 31, 1939 


UNiet Aric Onn @ xemeliy Wel ee sce coos cca cc er tree cces ee ee $72,741.72 
ibess: Personal exemiptvory  5..c.<c0c-cccseacenexeatese-¢--07- $ 2,500.00 
Crediton dependents)... 2). ee 800.00 3,300.00 
Balance (sttrtaigiet income)! <2 2.22.2 eee $69,441.72 
HGesSis Lramme dein cone rc cclil ty sees mnnenenn nn neue en nEnEEN 1,400.00 
Net imeome subject to normalatax ....................05- eee $68,041.72 
Normal tax at 4% on $68,041.72 0 $ 2,0 2G7 
PSO gt 355 | 0y eal 619) x PGT) a en ee 14,619.94 
Totalein cone: tai ee ee ee eee $17,341.61 
IDS LOMOCMNIS WES FORDIG) Gib MOWIROG coocececccecce nessa ceece ecceoseeeseccces 12.00 
Correct income taseliaigility 2... 2522 2.022. ee ccc $17,329.61 
Income tax assessed : 
Original, dceoumidNo. 208298 2.2. se eee 14,166.70 
Deficiency of meOmetax .. 420.202 $ 3,162.91 


Adjustments to Net Income 
Taxable Year Ended December 31, 1940 


Net income as diseloséd by return... o eee $61,018.66 
Additional income and unallowable deductions : 

(Qe Dividemdsereccivede: 2 ees ee neers $1,039.92 

Qo) TS, 1m Ons eee aaa a aa ee cae seneetesaes 3,690.40 

(cyn Weemtalameomie ea eee cen 581.73 

(d) Long-term capital loss disallowed .............- 1,249.88 

fey Interest Gisall@ge eee s.c2 ccs 2 cece eee os 693.46 

(ey) Waxes disall lOve de esac ee 905.20 

(=) Bad debts disallowed =... 240.00 8,400.59 


PNipisimecomie AC jUSteC ce ceccccee secon se ee cae aoe $69,419.25 
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Explanation of Adjustments 


(a) The amount of dividends reported in your return is under- 
stated $1,039.92 due to the crroncous apportionment to your wife’s 
return of $963.17 dividends received on stocks owned by you as your 
separate property, and to the omission of $75.00 dividends received 
from Pacific Pipe and Supply Company and $1.75 dividends received 
from General Electric Company. 


(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
econenaler Trust No. 1”’........ $23,314.75 $22,977.42 ($337.33) 
Semandier Tirast No. 2’’........ 9,300.90 13,413.66 4,027.73 
OF $32,700.68 $36,391.08 $3,690.40 


(c) The net rental loss of $163.46 claimed in vour return is adjusted 
to net rental income of $418.27 by the disallowance of $1,000.00 of the 
depreciation claimed and the apportionment of one-half of the $836.54 
corrected amount of net rental income to your wiie’s return. The rea- 
sons for these adjustments are as stated under adjustment (c) for the 
year 1938. 


(d) Your elaim for a deduction of $1,249.88 as a long-term capital 
loss from the sale of 5 shares of Warner Electric Brake stock is not 
allowable. 


(e) One-half of the interest of $1,386.92, paid on loans secured by 
real estate owned by you and your wife as joint tenants and claimed 
as a deduction in your return, is disallowed as being deductible by your 
wife. 

(f) One-half of the taxes amounting to $1,810.41, paid on real 
estate owned by you and your wife as joint tenants and claimed as a 
deduction in your return, is disallowed as being deductible by your 
wife. 

(g) The deduction claimed in your return for bad debts of Talbot, 
$50.00, and Ferguson, $190.00, are disallowed because these do not 
represent debts which became worthless within the taxable year. 
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Computation of Alternative Tax 
Taxable Year Ended December 31, 1940 


INet income adjusted ies... 5 ee $69,419.25 
Plus: Net long-term capital LOSS 22.1: c..s:scscee esses ee 5,875.62 
Ordinary net imeem -. 7.2.2. ee $75,294.87 
Ibess:. Personal exemption’ -..<..22-0) ee $ 2,000.00 

Credit@ior dependents er. 800.00 2,800.00 
Balance (surtax net imcOMe) ........-2---c----ce-c-----c-ceececeeeeseuconscesceneh ee 
hese Warned aneoinecredit 255... 1,400.00 
Net income subject tonormal tax 2... $71,094.87 
Normaltax at4 om $11,094.89 «eee sees $ 2,843.80 
SSE GAN OMG pie 0 Ee iicste cee eee es are 22,127.44 
UE TAG 0G nae 2 a pe ee lee EIN 7... $24,971.24 
Minus: 30% of net long-term capital loss -...........2.....--:sseeeee-e 1,762.68 
PRU O WTAE hee eee a So $23,208.56 


Computation of Tax 
Taxable Year Ended December 31, 1940 


Net income adiisted $69,419.25 
hese.< Personal oxen iiOl tert $ 2,000.00 
Creditor dependents 2.2426 = 800.00 2,800.00 
Balance (surtax metaneome) .2.222<-2.-2-e2 ee $66,619.25 
Hess: Harned meome credit 22.224... 1,400.00 
Net income: subject tomormal tax... 2. $65,219.25 
Normal tax at 4% on $60,219)25 ee. $ 2,608.77 
Sr aseOn PO0,01 92g cee 19,291.05 
Woralmormal taxand SUTUAX ....022-c..cccceceeecceenceteees-- se $21,899.82 
PNitenmmative: tax 22.2.0 ee eee $23,208.56 
Werensetax (10% of $23,208.56) 2225222 2,320.85 
Moai COM Ce LAS ..c.ccc:c.ccccscesceeces Sere eee aren ee $25,529.41 
Ibeseemincome tax paid at source ....-...........22- 12.00 
@orrectancome tax liability .....:..ccccceeec os eee ee noc $25,517.41 
Income tax assessed : 
Original, account No. 203180 .......-.------------csc-cec-eeeseeeneececeses 21,011.07 


Deficiency of income tAN .....--.-------ee-seeeeeeeceeceseeteeeeresetetetenettenee $ 4,506.34 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1941 


Net ineome as disclosed by return .........--cc:c-cccocssseececeececeeeceeeee $101,145.87 
Additional income and unallowable deductions: 
PM Salary Yecelved _.............cesccoccceneeneeenecosee + Oo2 
Moymiividends received ...........---.-s:-ce0-ece<----+ 9,218.38 
MPMI al INCOME ..2.......-.sscccceneccecceneeereeceereeeee 933.06 
MMMACTUNGL TTICOME «_.....o.cdecstcs--c-----ocecocscaseeeeeeee ie n02e3 
Mevminmterest disallowed ...........----.------:------------ 543.99 
Mimtaxes isallowed .................::cscsse<sscseccs0s- 887.95 
pe lass) disallowed. ...........-.....ccces2s-ececeseeseeon os pan00 13,917.23 
Become AC IUStCC __........-.----..-.ceececccccceeceveceeseseecoceeeeeeeesererees $115,063.10 


Explanation of Adjustments 


(a) You reeeived compensation for personal services from The 
Times-Mirror Co., in the amount of $47,174.17, of which your com- 
munity half is $23,587.09, whereas the community half reported in your 
return is $23,490.47, an understatement of $96.62. 


(b) The amount of dividends reported in your return is under- 
stated $9,218.38 due to the erroneous apportionment to your wife’s 
return of $9,180.88 dividends reeeived on stocks owned by you as your 
separate property, and to the omission of $37.50 dividends received 
from Pacific Pipe and Supply Company. 


(c) The net rental loss of $866.12 claimed in your return is ad- 
justed to net rental income of $66.94 by the disallowance of $1,000.00 
of the depreciation claimed and the apportionment of one-half of the 
$133.88 corrected amount of net rental income to your wife’s return. 
The reasons for these adjustments are stated under adjustment (c) 
for the year 1938. 


(d) Ineome from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 
your return to you (reduction) 


**Chandler Trust No. 1’’........ $23,311.10 22,977.17 ($333.93) 
S@handler Trust No. 2’’....... 10,527.69 12,563.85 2,036.16 


SS ee $33,838.79 $35,541.02 $1,702.23 


(e) One-half of the interest of $1,087.98, paid on loans secured by 
real estate owned by you and your wife as joint tenants and claimed as 
a deduction in your return, is disallowed as being deductible by your 


wite. 
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(f) One-half of the taxes amounting to $1,775.90, paid on real 
estate owned by you and your wife as joint tenants and claimed as a 
deduction in your return, is disallowed as being deductible by your 
wife. 


g) The loss of $535.00 claimed in your return on account of de- 
struction of one oak tree and two locust trees by storm is disallowed 
since the amount of loss sustained, if any, has not been substantiated. 

Computation of Alternative Tax 


Taxable Year Ended December 31, 1941 


INetiincomeridqusted 22.20 jc8 ae $115,063.10 
Minus: Net long-term capitali@aim 2. 17,003.90 
CTUMAT YMC ts WNC ORG cece ee $ 98,059.20 
bess: Personal excinpiion 2 $ 1,500.00 

Credit tor dependents)... sce 800.00 2,300.00 
Balance (suriaxnet imcome ese ee eee $ 95,759.20 
Wessta Warne dein Gorlerene city een nnn nnanN 1,400.00 
Net income subject to nornial taxwe. ee $ 94,359.20 
Normal tax at 4% on $94,359.20 ___.....22-2.-----0----0- $ 3,774.37 
Simrta x 016955100, 2 Otereee se ees 47,065.89 
nar qaiell Me ib. de eee ee ee 2 Rene See nee a. $ 50,840.26 
Phis: 30% of net long-term capital gam 22. 5,101 17 


PNET Tet] VeuhaNecce ore eee eee a ee $ 55,941.43 
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Computation of Tax 
Taxable Year Ended December 31, 1941 


“N20 CTECTAETG BTS G(s [RRR $115,063.10 
Wes eersonal CXEMPtiON --......-..--seccnccesencse-o-- $ 1,500.00 
redit for dependents ccc.....ccccccccececcee-e---- 800.00 2,300.00 
emcee (SUrtax net iNCOMC) .............cccccescccceseeneeceneeeencarenenees $112,763.10 
Wee eee arned Income Credit, ...............--..c--csccsecceensssoseceensenssaesaes 1,400.00 
Ne rimeome subject to normal tax ..............cccsccsceeseseeseeeeeessaces $111,363.10 
Normal tax at 4% on $111,363.10 _.ow $ 4,454.52 
pte 112,763.10 _....-.-cc.coreencceecnsovncccsancceansce 58,076.02 
(pss pr Se see Pee =< eames $ 62,530.54 
(rt ES 2a cl ae $ 55,941.43 
INN ac oso nn seen cence on $ 55,941.43 
Mees eincome tax paid at source ...........-........--.--. eee 13.80 
eeeeremcome tax liability -........-.--cccosecsscsseecensscpeeseosceees $ 55,927.63 
Income tax assessed : 
Lt, SURES Ere 46,545.49 
SiC OU ITICOTME TAX -......—------a-<neoceconcececceceveccessesvsecnseeveseres $ 9,382.14 


Received and filed Sept. 27, 1948, T.C.U.S. 
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[Title of Tax Court and Cause. ] 
Docket No. 3037 


ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau of 
Internal Revenue, for answer to the petition of the 
above-named taxpayer, admits and denies as follows: 


I and II. Admits the allegations contained in 
paragraphs I and IL of the petition. 


Ili. Admits that the taxes in controversy are 
income taxes for the calendar years 1938 to 1941, 
inclusive, but denies that the total of the proposed 
deficiencies aggregating $23,205.90 is in controversy. 


IV. (1) to (5), inelusive. Denies that the re- 
spondent erred as alleged in subparagraphs (1) to 
(5), inelusive, of paragraph IV of the petition. 


V. (1) and (2). Admits the allegations con- 
tained in subparagraphs (1) and (2) of paragraph 
V of the petition. 


(3). Admits that petitioner in his income tax 
return for the year 1938 reported $8,118.59 as in- 
come from Trust No. 2. Admits that respondent de- 
termined that the amount reportable by petitioner 
from said source was $11,446.46 and accordingly 
increased net taxable income reported by petitioner 
by the sum of $3,327.87. Denies that the respon- 
dent’s determination is erroneous and denies the 
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remaining allegations contained in subparagraph 
(3) of paragraph V of the petition. 


(4). Admits that petitioner in his income tax 
return for the year 1939 reported $8,359.89 as in- 
come from Trust No. 2. Admits that respondent 
determined that the amount reportable by petitioner 
from said source was $12,418.08 and accordingly in- 
creased net taxable income reported by petitioner 
by the sum of $4,028.19. Denies that the respon- 
dent’s determination is erroneous and denies the re- 
maining allegations contained in subparagraph (4) 
of paragraph V of the petition. 

(5). Admits that petitioner in his income tax re- 
turn for the year 1940 reported $9,385.93 as income 
from Trust No. 2. Admits that respondent deter- 
mined that the amount reportable by petitioner from 
said source was $13,413.66 and accordingly in- 
creased net taxable income reported by petitioner 
by the sum of $4,027.73. Denies that the respon- 
dent’s determination is erroneous and denies the re- 
maining allegations contained in subparagraph (5) 
of paragraph V of the petition. 


(6). Admits that petitioner in his income tax re- 
turn for the year 1941 reported $10,527.69 as income 
from Trust No. 2. Admits that respondent deter- 
mnined that the amount reportable by petitioner from 
said source was $12,563.85 and accordingly in- 
ereased net taxable income reported by petitioner 
by the sum of $2,036.16. Denies that the respon- 
dent’s determination is erroneous and denies the 
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remaining allegations contained in subparagraph 
(6) of paragraph V of the petition. 


(7). Denies the allegations contained in sub- 
paragraph (7) of paragraph V of the petition. 


VI. Denies each and every allegation contained 
in the petition not hereinbefore specifically admitted 
or denied. 


Wherefore, it is prayed that the determination of 
the Commissioner be approved. 


/s/ J. P. WENCHEL, 
Chief Counsel, 

Bureau of Internal 
Revenue. 


Of Counsel: 
B. H. NEBLETY, 
Division Counsel. 


HAROLD D. THOMAS, 
Special Attorney, 
Bureau of Internal 
Revenue. 


Received and filed Nov. 17, 1948 T. C. U.S. 
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The Tax Court of the United States 
Washington 


Docket No. 3037 


NORMAN CHANDLER, 
Petitioner, 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DECISION 
Pursuant to the Opinion of this Court, promulgat- 
ed May 23, 1949, it is 


Ordered and decided: That there are deficiencies 
in income tax for the calendar years 1938, 1939, 
1940 and 1941 in the respective amounts of $4,- 
529.52, $918.09, $1,218.56, and $1,840.28, and that 
there is no penalty liability for the calendar year 
1938 under section 293 (a), Revenue Act of 1938. 


/3s/ WILLIAM W. ARNOLD, 
Judge. 


Entered May 24, 1949. 


Served May 25, 1949. 
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In the United States Court of Appeals 
for the Ninth Circuit 


tT CoWockere No. 3037 


COMMISSIONER OF INTERNAL REVENUE, 
Petitioner on Review, 


VS. 


NORMAN CHANDLER, 
Respondent on Review. 


PETITION FOR REVIEW 


To the Honorable Judges of the United States Court 
of Appeals for the Ninth Circuit: 


The Commissioner of Internal Revenue hereby 
petitions the United States Court of Appeals for 
the Ninth Cireuit to review the decision entered by 
The Tax Court of the United States on November 
30, 1949 ‘‘That there are deficiencies in income tax 
for the calendar years 1988, 1939, 1940 and 1941 
in the respective amounts of $4,592.52, $918.09, $1,- 
218.56, and $1,840.23”? in respect of the Federal in- 
come tax liability of Norman Chandler, the above- 
named respondent on review. This petition for re- 
view is filed pursuant to the provisions of Sections 
1141 and 1142 of the Internal Revenue Code. 

The respondent on review, Norman Chandler, is a 
resident of Sierra Madre, California, and filed his 
Federal income tax returns for the years 1938, 1939, 
1940 and 1941 with the Collector of Internal Reve- 
nue for the Sixth District of California, whose office 
is in Los Angeles, California, and within the juris- 
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diction of the United States Court of Appeals for 
the Ninth Circuit wherein this review is sought. 


NATURE OF CONTROVERSY 


The issue presented to and passed upon by The 
Tax Court of the United States and which was de- 
cided contrary to the Commissioner’s determination 
is Whether certain taxable stock dividends which 
were received by Chandler Trust No. 2, of which 
trust the respondent on review was one of the life 
tenant trustors, are taxable to the life tenant 
trustors of the trust, as determined by the Commis- 
sioner, or, as claimed by the taxpayer, to the trust 
itself. The Tax Court held, contrary to the Com- 
missioner’s determination, that Sections 22(a), 166, 
and 167 of the Revenue Act of 1938 and the Internal 
Revenue Code are inapplicable and that the stock 
dividends in question are taxable to the trust rather 
than to the life tenant beneficiaries and trustors. 
The Commissioner’s determination in this and re- 
lated cases was thus disapproved in so far as it re- 
flected the Commissioner’s inclusion of an allocate 
portion of the taxable stock dividends in the taxable 
income of each of the life tenant trustors for the 
years here involved. 


/s/ THERON L. CAUDLH, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for the Petitioner on Review. 


Received and filed Feb. 17, 1950, U. S. C. A. 
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[Title of Court of Appeals and Cause. ] 
Docket No. 3037. 


STATEMENT OF POINTS 


Comes now the Commissioner of Internal Reve- 
nue, petitioner on review in the above-entitled cause, 
by and through his attorneys, Theron L. Caudle, 
Assistant Attorney General, and Charles Oliphant, 
Chief Counsel, Bureau of Internal Revenue, and 
hereby states that he intends to rely upon the fol- 
lowing points in this proceeding: 

The Tax Court of the United States erred: 


1. In ordering and deciding that there are defi- 
ciencies in income tax for the calendar years 1938, 
1939, 1940 and 1941 in the respective amounts of 
only $4,592.52, $918.09, $1,218.56, and $1,840.23. 


2. In failing and refusing to sustain the defi- 
ciencies in tax determined by the Commisioner, as 
modified by the stipulation of the parties, on the 
basis that the stock dividends received by the Chan- 
dler Trust No. 2 were taxable to the life tenant 
trustors. 

3. In holding that the Chandler Trust No. 2 was, 
for Federal income tax purposes, a valid trust 
under the laws of California. 

4. In failing and refusing to hold and decide 


that the Chandler Trust No. 2 was, by virtue of the 
rights of amendment or modification reserved by the 
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trustors, not a valid trust for Federal income tax 
purposes and that, accordingly, the taxable stock 
dividends received by the trust during the taxable 
years were taxable to the life tenant trustors under 
Sections 22(a) and/or Sections 166 and 167 of the 
Revenue Act of 1938 and the Internal Revenue Code, 
rather than to the trust itself. 


5. In holding that Sections 22 (a), 166, and 167 
of the Revenue Act of 1938 and the Internal Reve- 
nue Code are inapplicable. 


6. In denying the Commisioner’s motion to re- 
consider and set aside the Court’s findings of fact 
and opinion. 


7. In that its opinion and decision are contrary 
to the facts as stipulated by the parties. 


8. In that its opinion and its decision are con- 
trary to law and the Commissioner’ regulations. 


/3/ THERON L. CAUDLE, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for Petitioner on Review. 


Statement of service attached. 


Received and filed May 4, 1950 U. 8. C. A. 
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The Tax Court of the United States 
Docket No. 3038 


PHILIP CHANDLER, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION 


The above named petitioner hereby petitions for 
a redetermination of the deficiency set forth by 
the Commissioner of Internal Revenue in his notice 
of deficiency (LA:IT:90D:PB) dated June 30, 1943, 
and as a basis of this proceeding alleges as follows: 


LL. 


Petitioner is an individual residing at 2531 North 
Catalina Street, Los Angeles, California. The re- 
turns for the period here involved were filed with 
the Collector for the Sixth District of California. 


II. 


The notice of deficiency, a copy of which is at- 
tached hereto, marked ‘“‘Exhibit A’’ and made a 
part hereof, was mailed to the petitioner on June 
30, 1943. 


Til. 


The taxes in controversy are mcome taxes for the 
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ealendar years 1988 to 1941, inclusive, totaling 
$7025.11. 


IV. 


The determination of the taxes set for in said 
notice of deficiency is based upon the following 
errors: 

(1) Respondent erred in determining deficiencies 


in income tax for the years 1938 to 1941, inclusive, 
in the total sum of $7025.11. 


(2) Respondent erred in adding to petitioner’s 
net taxable income for the year 1938 the sum of 
$5642.78. 


(3) Respondent erred in adding to petitioner’s 
net taxable income for the year 1939 the sum of 
$6758.15. 


(4) Respondent erred in adding to petitioner’s 
net taxable income for the year 1940 the sum of 
$4692.34. 


(5) Respondent erred in adding to petitioner’s 
net taxable income for the year 1941 the sum of 
$4129.34. 


We 


The facts upon which petitioner relies as the 
basis of this proceeding are as follows: 


(1) Petitioner is a resident of the County of 
Los Angeles, State of California, and as such filed 
his income tax returns for each of the years herein 
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involved with the Collector of Internal Revenue for 
the Sixth Collection District of California. 


(2) Petitioner during the years herein involved 
was a beneficiary under that certain trust designated 
Trust No. 2, wherein Marian Otis Chandler, May 
C. Goodan, Constance Chandler (Constance Chan- 
dler Crowe), Ruth C. Williamson, Norman Chandler, 
Harrison G. O. Chandler, Helen C. Garland, and 
Philip Chandler are designated ‘‘present trustees.’’ 


(3) Petitioner, as beneficiary, during the year 
1938 received as his full and complete share of the 
distributive net income of said Trust No. 2 the 
sum of $8118.57, which he reported in his income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust for 
the year 1938 was the sum of $11,446.46, thereby 
erroneously and illegally overstating petitioner’s net 
taxable income by the sum of $3327.89. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no part there- 
of constituted taxable income. 


(4) Petitioner, as beneficiary, during the year 
1939 received as his full and complete share of 
the distributive net income of said Trust No. 2 
the sum of $8726.32, which he reported in his in- 
come tax return. Notwithstanding this fact re- 
spondent erroneously and illegally determined that 
petitioner’s distributive share of the net income of 
said trust for the year 1939 was the sum of $12,- 
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418.08, thereby erroneously and illegally overstating 
petitioner’s net taxable income by the sum of $3,- 
691.76. No part of this last mentioned sum was 
either actually or constructively received by peti- 
tioner and no part thereof constituted taxable in- 
come. 


(5) Petitioner, as beneficiary, during the year 
1940 received as his full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $9385.93, which he reported in his income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1940 was the sum of $13,413.66, there- 
by erroneously and illegally overstating petitioner’s 
net taxable income by the sum of $4027.73. No part 
of this last mentioned sum was either actually or 
constructively received by petitioner and no part 
thereof constituted taxable income. 


(6) Petitioner, as beneficiary, during the year 
1941 received as is full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $10,527.69, which he reported in his income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1941 was the sum of $12,563.85, there- 
by erroneously and illegally overstating petition- 
er’s net taxable income by the sum of $2,306.16. No 
part of this last mentioned sum was either actually 
or constructively received by petitioner and no part 
thereof constituted taxable income. 
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(7) Respondent, under date of June 30, 1948, is- 
sued a notice of deficiency determining that said 
Trust No. 2 was an association taxable as a corpora- 
tion. Under date of June 30, 1948, respondent 
issued a notice of deficiency determining that Trust 
No. 1, wherein Harry Chandler, Norman Chandler, 
and Marian Otis Chandler are designated ‘‘present 
trustees’’ and petitioner and others are designated 
“‘beneficiaries,’’ was an association taxable as a cor- 
poration. Petitioner is informed and believes and 
therefore alleges that the trustees of each of the 
aforementioned trusts have filed or will file a peti- 
tion to The United States Tax Court for a redeter- 
mination of the deficiencies set forth in said notices, 
and that the actions of the respondent in determin- 
ing said trusts to be associations taxable as corpora- 
tions and in determining the deficiencies herein in- 
volved are inconsistent, erroneous, and illegal. 

Wherefore, petitioner prays that The Tax Court 
of the United States hear this petition and redeter- 
mine the aforesaid deficiencies in accordance with 
the rights of the petitioner in the premises and grant 
any and all refund that may be due as a result of 
such redetermination. 


Dated September 20, 1943. 


/s/ A. CALDER MACKAY, 
/s/ ARTHUR McGREGOR, 


/s/ HOWARD W. REYNOLDS, 
Counsel for Petitioner. 
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State of California 
County of Los Angeles—ss. 


Philip Chandler, being duly sworn, deposes and 
says that he is the petitioner above named; that he 
has read the foregoing petition, or had the same 
read to him, and is familiar with the statements con- 
tained therein, and that the statements contained 
therein are true, except those stated to be upon 
information and belief, and that those he believes 
to be true. 


/s/ PHILIP CHANDLER. 
Subscribed and sworn to before me this 23rd day 
of September, 1943. 


[Seal] /s/ MARY E. WHITTHORNE, 
Notary Public in and for said County and State. 


My commision expires November 26, 1945. 
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EXHIBIT A 
Form 1279 


Treasury Department 


Internal Revenue Service 
417 South Hill Street 
Los Angeles 13, California 


June 30, 1943 


Office of 

Internal Revenue Agent in Charge 
Los Angeles Division 

LA:IT :90D:PB 


Mr. Philip Chandler, 
2531 North Catalina Street, 
Los Angeles, California 


Sir: 


You are advised that the determination of your 
income tax liability for the taxable years ended De- 
cember 31, 1938 to 1941 inclusive discloses a defi- 
ciency of $7,025.11 as shown in the statement at- 
tached. 

In accordance with the provisions of existing in- 
ternal revenue laws, notice is hereby given of the 
deficiency or deficiencies mentioned. 

Within 90 days (not counting Sunday or a legal 
holiday in the District of Columbia as the 90th day) 
from the date of the mailing of this letter, you may 
file a petition with The Tax Court of the United 
States, at its principal address, Washington, D. C., 
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for a redetermination of the deficiency or defi- 
ciencies. 

Should you not desire to file a petition, you are 
requested to execute the enclosed form and forward 
it to the Internal Revenue Agent in Charge, Los 
Angeles, California, for the attention of LA:Conf. 
The signing and filing of this form will expedite 
the closing of your return(s) by permitting an early 
assessment of the deficiency or deficiencies, and will 
prevert the accumulation of interest, since the in- 
terest period terminates 30 days after filing the 
form, or on the date assessment 1s made, whichever 
is earlier. 


Respectfully, 


GUY T. HELVERING, 
Commissioner, 


By GEORGE D. MARTIN, 
Internal Revenue Agent in 
Charge. 


Enclosures: 
Statement 


Form of waiver. 
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Statement 
LA :IT :90D :PB 


Mr. Philip Chandler, 
2531 North Catalina Street, 
Los Angeles, California. 


Tax Liability for the Taxable Years Ended 
December 31, 1938, to 1941, Inclusive 


Income Tax 


Year Liability Assessed Deficiency 
BL oe rece er ete cence eee: $ 4,025.74 $ 2,762.09 $1,263.65 
DONO crete creer. sam re 5,624.53 4,047.30 Woues 
DOGO occa ices ere digit SS, 9,256.84 1,933.15 
TOA Mes. rererscsssel come ee 19,839.03 if sote0o 2,251.08 
0) 8 amen rears mere $40,679.29 $33,654.18 $7,025.11 


This determination of vour income tax liability has been made upon 
the basis of information on file in this office. 

If you do not acquiesce in all of the adjustments making up the 
deficiency indicated, but desire to stop the accumulation of interest on 
that part of the deficiency resulting from adjustments to which you 
agree, please fill out the enclosed form of waiver, inserting therein the 
amount of the deficiency you desire to have assessed at onee. The execu- 
tion of the form for the agreed portion of the deficiency will not de- 
prive you of your right to petition The Tax Court of the United States 
for a redetermination of the deficiency. 


Adjustments to Net Income 
Taxable Year Ended December 31, 1938 


Net income as disclosed by return -_............. $26,874.34 
Additional income and unallowable deductions : 

Came PUSt, LCONUC: soveceeeecn eee eee eee $ 3,003.67 

(bh) one-term capital losses =. 2,639.06 5,642.73 


INetemmeome Adjusted, ..cccasesceteeccecee-sce scree se eee $32,517.07 
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Explanation of Adjustments 


(a) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2’’ taxable'to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin  minedtaxable to income 


your return to you (reduction) 
“*Chandler Trust No. 1’’........ $17,951.66 $17,627.44 $ (324,22) 
Senandier Trust No. 2’’........ 8,118.57 11,446.46 3,027.89 
0) $26,070.23 $29,073.90 $3,003.67 


(b) The following long-term capital losses claimed in vour return 
are disallowed for lack of substantiation of basis of the securities sold: 
Los Angeles Improvement No. 112 ...... $ 500.00 

San Luis Obispo Road Improvement 
NG. 12) Soe SRR ro es lee ces 1,600.00 


TIGL ese ee ones eee $2,100.00 


Tn lieu of the long-term capital loss of $395.85 claimed from the sale 
of Trustees Standard Oil Shares ‘‘B’’ for $820.80, there is determined 
a long-term capital gain of $143.21 from such sale, resulting in an ad- 
justment of $539.06. 

These adjustments result in the addition to income of the amount 
of $2,639.06. 


Computation of Tax 
Taxable Year Ended December 31, 1938 


Mm eOreeACGUSTCG .____.......-.--ccececccocssseencneneceecence scenes eeeseras $32,517.07 
Meee rersoial EXeMption -...........------.-csese eee $ 2,500.00 
Wredumor dependents ..........--.---.------0-c----- 633.33 3,133.33 
eee Mec itax net INCOME) ........-..-..-.-..-.ceeseenenseaseneeeneesersecseces $29,383.74 
Tess: Interest on U.S. obligations -...............--...--- $ 12.90 
Permed IMCOME CYeCit, -......-...2-...sccese-eeseseoe 300.00 312.90 
Seemeacame subject to normal tax —.....--........--.csesee-e-enencene- $29,070.84 
Normal tax at 4% on $29,070.84 snes -ecseee- $ 1,162.83 
BN 111) 929 304.14. .....------ronsnnnneneecanenceneaceucesensenee 2,882.91 
ee) Ana scat cats ee esabazendcysemenenenacaeniscecidenctceneests $ 4,045.74 
Ser crmincome tax paid at SOUMCE -.....-............se-ceececcneeseecescceeee 20.00 
Mmmeerie come tax liability -.-..-.-.-.2..2..-<oc-scsccccccsescesseeseneeneees $ 4,025.74 
Income tax assessed : 
Rem account No. 203934 2... eencceecaccnseteescucuneneneee 2,762.09 


ge (TICOMLC GAN <2. <2 2ao- nen e cece eee en cece cence eee $ 1,263.65 


146 Commissioner of Internal Revenue 


Adjustments to Net Income 
Taxable Year Ended December 31, 1939 


Net income as.diselosed yy return eee $32,806.73 
Additional income and unallowable deductions: 

(a) Dividendsmpceet ved! ccc oo ceeecces $ 195.00 

(i): Interestetecened 2 ee 256.17 

(co); Drst ieamiewen fe oe 3,850.33 

(d) Long-term capital losses 0.0... eee 2,956.65 6,758.15 
UG) 21 eee le Gc Ong ey OOS Ie $39,564.88 
Additional deduction: 

Ge)? Enterest paid! coe ee 249.74 
Net meome adjusted .....25 22 $39,315.14 


Explanation of Adjustments 


(a) The following dividends received are added to income: 


American Aviation Company .................. $ 25.00 
Union Oil Company of California .......... 20.00 
iWanhattan Company ......:2.-..c-ssccs-ccs 25.00 
Chrysler: Corporation ............ ee 125.00 
i OTIC Nea 2 wh Se eter aE ee re RED $195.00 
(b) The following interest received is added to income: 
Indiana Service Corporation ................-. $125.00 
Interstate Power Company ..................---- 75.00 
Vilonrermenia, alil CBWE eee ccccecrecencnce acres 4.17 
Mortgase;Guarantee Co... 22a 8.94 
New England Gas & Electric Co. ............ 43.06 
ole 1] Wnstlorhacr oc An mene ones, oo eee a) $256.17 


(c) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 


No. 2’’ taxable to you has been adjusted as follows: te 
Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
ce nammcllene “Meme: IN@, 1? $21,560.46 £21,219.03 $ (341.43) 
“Chandler Trust No. 2’’........ 8,726.32 12,418.08 3,691.76 


MOE 24 ee $30,286.78 $33,637.11 $3,350.33 
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(d) The following long-term capital losses claimed in your return 
a red for lack of substantiation of the basis of the seeurities 
sold: 


Foreman & Clark bonds -..00..00...0..------ $1,450.00 
Girls Collegiate School First 

Mortgage bonds ............-.-----e.--- 197.59 
Mortgage Guarantee Certificate ......... 209.82 
New England Gas & Eleetrie Co. bonds 833.40 
Lit AIR esence  - rman Ue seat $2,690.72 


The long-term capital loss of $506.25 claimed in your return on 
account of worthlessness of Discount Corp. of California (3 units) 
acquired by you in 1982, is disallowed beeause the stoek did not become 
worthless during the taxable year and no loss was sustained with re- 
spect thereto during the taxable year, and for the further reason that 
the basis of the stock has not been substantiated. 

In lieu of the short-term eapital loss of $2,591.80 elaimed from the 
sale of 100 shares of State Street Investment Corporation stock (not 
taken into deductions claimed in determining net ineome for this tax- 
able year), gains and losses from said sale are determined as follows, 
the loss of $240.32 being applied against the additions to income men- 
tioned under this adjustment : 


Gain (loss) taken 
No. of Date Sale Gain into aecount 
shares acquired Cost priee (loss) Pereentage Amount 


25 9/21 /34......$1,592.25 $1,652.18 $ 59.93 50 $ 29.97 
14. 1/ 4/87...... 1,465.80 925.22 (540.58) 50 (270.29) 
Net long-term capital loss from sale of 39 shares ...............---.-- $ (240.32) 
61 10/ 1/87......$5,612.00 $4,031.30 (1,580.70) 100 (1,580.70) 
These adjustments result in the addition to income of the net amount 
of $2,956.65. 


(e) An additional deduction for interest is allowed in the amount 
of $249.74. 
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Computation of Tax 
Taxable Year Ended December 31, 1939 


INetAMCOMeG ACStCee et... a re a. $39,315.14 
bess: Personal exemption sea. ee $ 2,500.00 
Crediigior dependents... 800.00 3,300.00 
Balanee (surbax met income yo. osccctec a cccice sa -0csusd le $36,015.14 
hess: Warmed aniGome- credit .:12co5c2c-savecctiess:--:-3 360.00 
Net income: soiject to nommalitax 2... <c-cet $35,655.14 
Normal tax at 4% on $35,655.14 ww... eee $ 1,426.20 
PO) Diels Bree yaerss70) 0 259 1? Sa meena eee eee 4,223.18 
Wola isCome hax seer ocd hes desc $ 5,649.38 
bess? Income tax paid at source ...-2.22112. sts. ee 24.85 
Correct meome tax ability 2. 2.7 $ 5,624.53 
Income tax assessed : 
Original, account: No, 20302902)... 4,047.30 
Dehciency Of iNCOMme tax 22.20.52... $ 1,577.23 


Adjustments to Net Income 
Taxable Year Ended December 31, 1940 


Net income as disclosed by return 22.2... 22... $39,978.93 
Additional income and unallowable deductions: 

(ay nate restenccel vce eet eee $ = 97.63 

Cb) “Wrst inven. ses ees ener sees 3,690.41 

(@) Shorieteramenpiali sae cere 236.33 

Ca elome-tormeca pital Sai seers eee 667.97 4,692.34 
TTR) Tt casa eee a aE acne ces oe $44,671.27 
Additional deduction : 

(ey) Lrnberest jolt coc ccce sce cern VEZ 


Net income adjusted -.......--...s-cesceceecseesceeeseeceneecceeeesneecenenntaesenes $44,573.35 
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Explanation of Adjustments 


(a) The following interest received is added to income : 


Interstate Power Company ...........-----.------ $36.66 
Indiana Service Corporation ................--.- 60.97 
“TMG |, ae re ree ee a $97.63 


(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows : 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
= Chandler Trust No. 1’’........ $23,314.74 $22,977.42 $(Gotaen 
“Chandler Trust No. 2’’........ 9,385.93 13,418.66 4,027.73 
ee ree... ...........--- $32,700.67 $36,391.08 $3,690.41 


(ec) The net short-term capital gain reported in your return is in- 
creased $236.33, as follows: 


Short-term Short-term 
capital eapital Addition 
gain (loss) gain (loss) to income 


Item reported corrected (reduction) 
1. Illinois Iowa Power Co. ............-- $ 716.81 $ 0.00 $(716.81) 
ee Interstate Power Co. ...........--..--- (94.66) (35.08 ) 59.58 
3, Indiana Service Corp. ...............- (1384.93) (16.18) sake is: 
4. Portland Gas & Coke Co. .......... 163.38 203.66 40.28 
5. State Street Investment Corp...(2,591.30) (1,580.70) 1,010.60 
Eeeunnmecoior Corp. -.....----------- 0.00 44,80 44.80 
Beer CO. .......---...-..---------------- 0.00 (320.87) (320.87) 
PRS Tee osc ascncana-- snc cence encestceesenennescunseee oeeesncunmaee eeueeeseee $ 236.33 


1. In lieu of the short-term capital gain of $716.81 reported from 
the sale of 100 shares of Illinois Iowa Power Co. stock, a long-term 
eapital gain from the sale thereof has been determined in the amount 
of $599.45, as follows: 

Gain taken into 

No.of Date Date Sale account 
shares aequired sold Cost price Gain Percent. Amt. 
50 12/16/38 11/27/40..$964.40 $1,408.67 $444.27 6635 $296.18 
50 12/16/38 11/28/40.. 964.40 1,419.30 454.90 664% 303.27 


Me $1,928.80 $2,827.97 $899.17 $599.45 


2. The cost of $3,000.00 of bonds of Interstate Power Co. has been 
determined as $1,943.83, in lieu of $2,003.41 claimed in your return, a 
difference of $59.58. 
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3. The cost of $5,000.00 of bonds of Indiana Service Corp. has been 
determined as $3,169.25, in lieu of $3,288.00 claimed in your return, a 
difference of $118.75. 


4. The cost of $2,000.00 of bonds of Portland Gas & Coke Co. has 
been determined as $1,608.42, in lien of $1,648.70 claimed in your re- 
turn, a difference of $40.28. 


5. Asa result of the sale in the preceding year of 100 shares of State 
Street Investment Corporation stock there is added to the net short- 
term capital loss carry-over from that year the amount of $1,580.70 
as shown under adjustment (d) for the preceding year. 


6. You failed to include in the net short-term capital loss earry- 
over a gain of $44.80 from the sale on June 5, 1939 of 300 shares of 
Dunningeolor Corporation stock for $344.88, acquired May 18, 1939, 
for $300.00. 


7. You failed to include in the net short-term capital loss carry-over 
a loss of $320.87 from the sale on March 3, 1939, of 100 shares of Pure 
Oil Company stock for $921.93, acquired October 13, 1937, for $1,242.80. 


(d) The addition to income of $667.97 results from the following 


adjustments : 
Tl, JiWbbavons tone, Ieowese CO, ceceereccemeccccccee $599.45 
2. Loss, Central Investment Co. 
Womds) clrsaltO wel eee ee carers 50.00 
3. Adjustment of loss, Celanese 
Corp. of America). 2 18752 
TTS Lis soices coe renee $667.97 


1. See adjustment (c) 1. for this year. 


2. The loss of $50.00 claimed from the sale of $2,000.00 of bonds of 
Central Investment Company acquired by you in 1982 is disallowed 
for lack of substantiation of the basis of the securities sold. 


3 Due to an overstatement of $37.04 in the cost claimed of 50 shares 
of Celanese Corp. of America stock a long-term capital gain of $7.00 is 
determined from the sale, in lieu of the long-term eapital loss of $11.52 
elaimed in your return, a difference of $18.52. 


(e) An additional deduction for interest is allowed in the amount 
of $97.92. 
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Computation of Alternative Tax 
Taxable Year Ended December 31, 1940 


PRMMCOMIC AC JUSTE ........-cecnnn-cnccesecocesescesecssiesecceceeceeseseeaneceneucees $44,573.35 
Minus. Net long-term capital gain... .......2..s.ceccseeeecoe econ 298.93 
Reeere I STE TOINICOME ................2.-.-002--ccseceeneeecasoreevenseaenasecceneeceaee $44,274.42 
ee ee ersOnaEXCMPtiON ......-..-.-2c-20sceceececeeseceeeee $ 2,000.00 

Sreditmoer dependents ......-.--ccecee eons 800.00 2,800.00 
Pe ecen(SUTtAX Net INCOME) -........scce:--n-2ncecssn--seeeeeseenecceeecccceees $41,474.42 
Meco MTT INCOME CLeCit .........--.-....-c-cc-se-cenc-acsncecesssncoceoeseanea 422.50 
ie miicome subject to normal tax ..............-..--c-s.---<--ccesenensuees- $41,051.92 
Normaltax at 496°0n $41,051.92 _ eee $ 1,642.08 
SS LIST2 C10 Ut 2 2 re 8,470.79 
[Pavel Wa eee eo $10,112.87 
Plus: 30% of net long-term capital gain -W..0. 2... eeeeeeeeneeee 89.68 
ANIMES PIO (UI RSD SE ee $10,202.55 


Computation of Tax 
Taxable Year Ended December 31, 1940 


SOME USECO -....-...scccenieescedenenceacseesecceseceasseceeceeesseeeeeee $44,573.35 
feecsemeersonal CxXemption ....................ccecceeceseece-es $ 2,000.00 
meat Or dependents. ...-.ccco-ccccecececeencecceoneee 800.00 2,800.00 
fod neemeem@iasnet INCOME) ....-.-------.-----------¢cencce-eeaeneensecieueees $41,773.35 
We married INCOME Credit -......-------..-----e-neccceeeeeeeceecseceeeseecees 422.50 
ie rmmcome subject to normal tax ......-......c-cuocesseeeeeseeeeseoesseee sense $41,350.85 
Normal tax at 4% on $41,350.85 -.W0w eee eeeeeeeee $ 1,654.03 
Pm P40, 113.30 ....--.-2---------n-ccccccoeoneoneeencscontenens 8,578.41 
lee hh cr ea aol ic eee ae $10,232.44 
(5 oP (SR Be ec ee ae a eR $10,202.55 
Meremsetax (109% of $10,202.55) ......2csc.cscceeesesseccsnsesecenseonsences 1,020.25 
Bere RIN BE Sooo ncn cce ca nstea es a veenusctanteeeteqesueesccitllbdecs-oanenscreaseecn $11,222.80 
eee minicome tAX PAId at SOUPCE -.......--...---.s-ceseeesenoneseennsccaness- 32.81 
perccmmmcome tax Liability: 2... coos si cesce.scncecccnnsecensoveenccenssees Si, 189199 
Income tax assessed : 
Ori account No, 203488 22... ceeceennceecreececenntectennte 9,256.84 


Pe meierey OF INCOME LAX 6.2 ceca sco cep ee eerennecnneeme cow eeeeneromescaenaeee: $ 1,933.15 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1941 


Net income as diselosed by returm ...............-0cecs.secveccececssasoaseel $46,641.06 
Additional income and unallowable deductions: 

(Qe Dividendssreceiedy 2. ee $ 1,769.45 

(b) Short-term capital gain .................2..-.28 97.92 

(e)) Kone-term capital cain = 5a9 ie 

(d)) Dmust income 22 ee eee 1,702.23 4,129.34 
RScteimcomeracljumm@ued <<: passes acco cees asst $50,770.40 


Explanation of Adjustments 
(a) You failed to report a dividend received from Chandis Securi- 
ties Company in the amount of $1,769.45. 


(b) The short-term capital gain from the sale of St. Louis Publie 
Service bonds is inereased $597.92 due to an overstatement of cost in 
that amount. 


(c) The long-term capital loss of $123.00 claimed in your return 
from the sale of bonds of Central Investment Company is disallowed 
for lack of substantiation of the basis of the securities sold. 

Tn lieu of the long-term capital gain of $1,946.40 reported from the 
sale of 300 shares of Illinois Iowa Power preferred stock, there is deter- 
mined long-term capital gain of $2,018.98 from such sale (an addition 
of $72.58), as follows: 


Gain (loss) taken 
No. of Date Sale Gain into account 
shares acquired Cost price (loss) Percentage Amount 


50 2] 2/39.....%1,130,S6961,502.79 —S&zi03 50 $ 210.97 
50 De Spee ss. 898.30 1,552.79 654.49 6635 436.33 
30 Oy 8) es Ean 898.30 1,533.70 635.40 6634 423.61 
50 (Sy Sey os ee 1,030.42 1,583.7 503.28 6628 339.52 
100 epil/ao:..... JIGS 3,079:90" solls.62 662 612.55 


Tome, eee ee Se ence nceeeee $2,018.98 


In lieu of the long-term capital gain of $98.56 reported from the 
sale of 500 shares of Richfield Oil Co. stock, there is determined long- 
term capital gain of $462.72 from such sale (an addition of $364.16), 
as follows: 
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Gain (loss) taken 


No. of Date Sale Gain into account 
shares acquired Cost price (loss) Percentage Amount 
63 3/20/37......$ 752.06 
2 b/ 1D/o1...... 19.62 
30 12/17/88...... 320.58 
100 1/ 4/39...... 933.06 
200 Total ..........$2,025.32 $2,250.45 $225.13 50 $112.57 
100 ly os) 933.06 1,174.97 241.91 50 120.95 
200 ey 739... 1,891.55 2,349.95 458.40 50 229.20 
eg a aapnte one nnn ieee nsede ese ae scneteels $462.72 


These adjustments result in the addition to income of $559.74. 
(d) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows : 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to vou (reduction) 
evandler Trust No. 1’’........ $23,311.10 $22 9771.17 $ (333.93) 
**Chandler Trust No. 2’’........ 10,527.69 12,563.85 2,036.16 
ote, $33,838.79 $35,541.02 $1,702.23 


Computation of Alternative Tax 
Taxable Year Ended December 31, 1941 


Bea MG OTC QC TUSHE ...........-----c:0c2-eccececeeceneeceseeeecceccnaenccccnvecvuceuat $50,770.40 
emit. iNet long-term tapitall/gain ...............-..cessecceeceseceececee-- 2,046.70 
Sater Perm TNC OMNG acca ceases as den ee ee $48,723.70 
eM MIEPSONA] EXEMPTION -.....-......-.-cesceeeccseeeencceaee $ 1,500.00 

Credit for dependents .......-.-cs<-c<e--c-csees-ts: 800.00 2,300.00 
Be ieee(surtax net INCOME) -...-.-.-2--cecenenececnncseeectececsessecceeeeeeeen $46,423.70 
Reems meE Te) INCOME CLOT oan cee eeeee 542.50 
Sci imcome subject to normal tax .............-...-------n-se--seseeeensees $45,881.20 
Normal tax at 4% on $45,881.20 2... $ 1,835.25 
BROMINE 10,423.00 ....--.nccsceccnncene te eseeceensteeneetenne 17,413.04 
Bence tc ce cn secen gnc nnesecnnannnnencnnncnstnenneecetnneneceocsece $19,248.29 
fins: 30% of net long-term capital gain -...........-.....-.sccseeeese- 614.01 


1 eo 2 9S il MRM RS) $19,862.30 
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Computation of Tax 
Taxable Year Ended December 81, 1941 


iNetincome adjusted jc. eee $50,770.40 
ess: Personal exemption: ...2........02 ee $ 1,500.00 
Credit tor dependents =... eee 800.00 2,300.00 
Balance (surtax net income) 22. 2 22ers. $48,470.40 
ibess= Marnedmeome credit. ee 542.50 
Net income subject to normal tax 2.2... ee $47,927.90 
Normal tax at 4% on $47,927.90 ..... eee $ loi 
Sureax on des 47040 aoe oe are 18,538.72 
Pt a co Flak oh So eee ee $20,455.84 
el LOIMATIVE TAX. \..acceee ee ee ee $19,862.30 
MBotal ii COMO. Caixa eo een fe os $19,862.30 
hess; sImcome tax paid at source cee cere 23.27 
Conpectemecine tax Wapility 2 tee ete ec cc scree cee $19,839.03 
Income tax assessed : 
Original, account No, SI2HNS 3... ee 17,587.95 
Defieieney of income tax. ..-.72¢-reee ses sas cece $ 2,251.08 


Received and filed Sept. 27, 1943, T.C.U.S. 


[Title of Tax Court and Cause. ]} 
Docket No. 3038. 


ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau of 
Internal Revenue, for answer to the petition of the 
above-named taxpayer, admits and denies as follows: 


I. and II. 


Admits the allegations contained in paragraphs 
I and IT of the petition. 
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OU. 


Admits that the taxes in controversy are income 
taxes for the calendar years 1938 to 1941, inclusive, 
but denies that the total of the proposed deficiencies, 
aggregating $7,025.11, is in controversy. 


ie 


(1) to (5), inclusive. Denies that the respondent 
erred as alleged in subparagraphs (1) to (5), in- 
elusive, of paragraph IV of the petition. 


NG 


(1) and (2) Admits the allegations contained in 
subparagraphs (1) and (2) of paragraph V of the 
petition. 


(3) Admits that petitioner, in his income tax 
return for 1938, reported $8,118.57 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$11,446.46, and accordingly increased taxable net in- 
come reported by petitioner by $3,327.89. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (3) of paragraph V of the petition. 


(4) Admits that petitioner, in his income tax re- 
turn for 1939, reported $8,726.32 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$12,418.08, and accordingly increased taxable net 
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income reported by petitioner by $3,691.76. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (4) of paragraph V of the petition. 


(5) Admits that petitioner, in his income tax 
return for 1940, reported $9,385.93 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$13,413.66, and accordingly increased taxable net in- 
come reported by petitioner by $4,027.73. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (5) of paragraph V of the petition. 


(6) Admits that petitioner, in his income tax 
return for 1941, reported $10,527.69 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$12,563.85, and accordingly increased taxable net 
income reported by petitioner by $2,036.16. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (6) of paragraph V of the petition. 


(7) Denies the allegations contained in sub- 
paragraph (7) of paragraph V of the petition. 


Vie 
Denies each and every allegation contained in the 
petition not hereinbefore specifically admitted or 
denied. 


vs. May Chandler Goodan, et al. 157 


Wherefore, it is prayed that the determination of 
the Commissioner be approved. 


/s/ J. P. WENCHEL, 
Chief Counsel, Bureau of In- 
ternal Revenue. 


Of Counsel: 
B. H. NEBLETT, 
Division Counsel. 


HAROLD D. THOMAS, 
Special Attorney, 
Bureau of Internal Revenue. 


Received and filed Nov. 17, 1948 T. C. U.S. 


— 


The Tax Court of the United States 
Washington 


Docket No. 3038 


PHILIP CHANDLER, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DECISION 


Pursuant to the Opinion of this Court promul- 
gated May 23, 1949, it is 
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Ordered and Decided: That there are deficiencies 
in income tax for the calendar years 1939, 1940 and 
1941 in the respective amounts of $407.21; $300.00; 
and $1,209.86; and that there is an overpayment in 
income tax for the calendar year 1938 in the amount 
of $13.79, which overpayment was made within three 
years before the execution of an agreement or the 
filing of a petition. 


[Seal] /s/ WILLIAM W. ARNOLD, 
Judge. 


Entered Nov. 30, 1949. 


Served Dee. 1, 1949. 


In the United States Court of Appeals 
for the Ninth Cirewt 


T. C. Docket No. 3038 
COMMISSIONER OF INTERNAL REVENUE, 
Petitioner on Review, 
vs. 
PHILIP CHANDLER, 
Respondent on Review. 
PETITION FOR REVIEW 


To the Honorable Judges of the United States Court 
of Appeals for the Ninth Circuit: 


The Commissioner of Internal Revenue hereby 
petitions the United States Court of Appeals for the 
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Ninth Cireuit to review the decision entered by The 
Tax Court of the United States on November 30, 
1949, ‘‘That there are deficiencies in income tax for 
the calendar years 1939, 1940 and 1941 in the re- 
spective amounts of $407.21; $300.00; and $1,209.86 ; 
and that there is an overpayment in income tax for 
the calendar year 1938 in the amount of $13.79” in 
respect of the Federal income tax lability of Philip 
Chandler, the above-named respondent on review. 
This petition for review is filed pursuant to the pro- 
visions of Sections 1141 and 1142 of the Internal 
Revenue Code. 

The respondent on review, Philip Chandler, is a 
resident of Los Angeles, California, and filed his 
Federal income tax returns for the years 1938, 1939, 
1940 and 1941 with the Collector of Internal Reve- 
nue for the Sixth District of California, whose office 
is in Los Angeles, California, and within the juris- 
diction of the United States Court of Appeals for 
the Ninth Circuit wherein this review is sought. 


Nature of Controversy 


The issue presented to and passed upon by The 
Tax Court of the United States and which was de- 
cided contrary to the Commissioner’s determination 
is whether certain taxable stock dividends which 
were received by Chandler Trust No. 2, of which 
trust the respondent on review was one of the life 
tenant trustors, are taxable to the life tenant trus- 
tors of the trust, as determined by the Commis- 
sioner, or, as claimed by the taxpayer, to the trust 
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itself. The Tax Court held, contrary to the Commis- 
sioner’s determination, that Sections 22(a), 166, and 
167 of the Revenue Act of 1938 and the Internal 
Revenue Code are inapplicable and that the stock 
dividends in question are taxable to the trust rather 
than to the life tenant beneficiaries and trustors. 
The Commissioner’s determination in this and re- 
lated cases was thus disapproved in so far as it re- 
flected the Commissioner’s inclusion of an allocate 
portion of the taxable stock dividends in the taxable 
income of each of the life tenant trustors for the 
years here involved. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Btrreau of Internal Revenue, Attor- 
neys for the Petitioner on Review. 


Received and filed Feb. 17, 1950 T.C.U.S. 


[Title of Court of Appeals and Cause. ] 
T. C. Docket No. 3038 


STATEMENT OF POINTS 


Comes now the Commissioner of Internal Reve- 
nue, petitioner on review in the above-entitled 
cause, by and through his attorneys, Theron L. Cau- 
dle, Assistant Attorney General, and Charles Oh- 
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phant, Chief Counsel, Bureau of Internal Revenue, 
and hereby states that he intends to rely upon the 
following points in this proceeding: 


The Tax Court of the United States erred: 


1. In ordering and deciding that there are defici- 
encles in income tax for the calendar years 1939, 
1940 and 1941 in the respective amounts of 
$407.21, $800.00, and $1,209.86; and that there is an 
overpayment in income tax for the calendar year 
1938 in the amount of $138.79. 


2. In failing and refusing to sustain the deficien- 
cies in tax determined by the Commissioner, as 
modified by the stipulation of the parties, on the 
basis that the stock dividends received by the 
Chandler Trust No. 2 were taxable to the life ten- 
ant trustors. 


3. In holding that the Chandler Trust No. 2 was, 
for Federal income tax purposes, a valid trust under 
the laws of California. 


4, In failing and refusing to hold and decide that 
the Chandler Trust No. 2 was, by virtue of the 
rights of amendment or modification reserved by the 
trustors, not a valid trust for Federal income tax 
purposes and that, accordingly, the taxable stock 
dividends received by the trust during the taxable 
years were taxable to the life tenant trustors under 
Sections 22(a) and/or Sections 166 and 167 of the 
Revenue Act of 1938 and the Internal Revenue 
Code, rather than in the trust itself. 
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5. In holding that Sections 22(a), 166, and 167 of 
the Revenue Act of 1938 and the Internal Revenue 
Code are inapplicable. 


6. In denying the Commisioner’s motion to recon- 
sider and set aside the Court’s findings of fact and 
opinion. 


7. In that its opinion and decision are contrary to 
the facts as stipulated by the parties. 


8. In that its opinion and its decision are contrary 
to law and the Commissioner’s regulations. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/3/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for Petitioner on Review. 


Statement of Service attached. 


Received and filed May 4, 1950, T.C.U.S. 
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The Tax Court of the United States 


Docket No. 3039 


CONSTANCE CHANDLER CROWE, 
Petitioner. 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION 


The above named petitioner hereby petitions for 
a redetermination of the deficiency set forth by the 
Commissioner of Internal Revenue in his notice of 
deficiency (LA:IT:90D:PB) dated June 30, 1948, 
and as a basis of this proceeding alleges as follows: 


If, 


Petitioner is an individual residing at 1150 South 
Arroyo Drive, Pasadena, California. Returns for 
the period here involved were filed with the Collec- 
tor for the Sixth District of California. 


ee 


The notice of deficiency, a copy of which is at- 
tached hereto, marked ‘‘Exhibit A’’ and made a 
part hereof, was mailed to the petitioner on June 
30, 1943. 


IIL. 


The taxes in controversy are income taxes for the 
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calendar years 1938 to 1941, inclusive, totaling 
$9496.92. 


iV’. 


The determination of the taxes set forth in said 
notice of deficiency is based upon the following er- 
rors: 

(1) Respondent erred in determining deficiencies 


in income tax for the years 1938 to 1941, inclusive, 
in the total sum of $9496.92. 


(2) Respondent erred in adding to petitioner’s 
net taxable income for the year 1938 the sum of 
$pa21.00: 


(3) Respondent erred in adding to petitioner’s 
net taxable income for the year 1938 the sum of 
$7209.79, representing partnership income belonging 
to petitioner’s husband, Earl E, Crowe. 


(4) Respondent erred in adding to petitioner’s 
net taxable income for the year 1939 the sum of 
$4028.18. 


(5) Respondent erred in adding to petitioner’s 
net taxable income for the year 1939 the sum of 
$4200.25, representing partnership income belong- 
ing to petitioner’s husband, Earl E. Crowe. 


(6) Respondent erred in inereasing petitioner’s 
net taxable income for the year 1940 by the sum of 
$4027.73. 

(7) Respondent erred in adding to petitioner’s 
net taxable income for the vear 1940 the sum of 
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$3124.19, representing partnership income belonging 
to petitioner’s husband, Earl E. Crowe. 


(8) Respondent erred in increasing petitioner’s 
net taxable income for the year 1941 by the sum of 
$2036.16. 


(9) Respondent erred in adding to petitioner’s 
net taxable income for the year 1941 the sum of 
$1419.36, representing partnership income belonging 
to petitioner’s husband, Earl E. Crowe. 


V. 


The facts upon which petitioner relies as the basis 
of this proceeding are as follows: 


(1) Petitioner is a resident of the County of Los 
Angeles, State of California, and as such filed her 
income tax returns for each of the years herein in- 
volved with the Collector of Internal Revenue for 
the Sixth Collection District of California. 


(2) Petitioner during the years herein involved 
was a beneficiary under that certain trust desig- 
nated Trust No. 2, wherein Marian Otis Chandler, 
May C. Goodan, Constance Chandler (Constance 
Chandler Crowe), Ruth C. Williamson, Norman 
Chandler, Harrison G. O. Chandler, Helen C. Gar- 
land, and Philip Chandler are designated ‘‘present 
trustees. ”’ 


(3) Petitioner, as beneficiary, during the year 
1938 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
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of $8118.58, which she reported in her income tax 
return. Notwithstanding this fact respondent erro- 
neously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1938 was the sum of $11,446.46, thereby 
erroneously and illegally overstating petitioner’s 
net taxable income by the sum of $3327.88. No part 
of this last mentioned sum was either actually or 
constructively received by petitioner and no part 
thereof constituted taxable income. 


(4) Petitioner’s husband, Earl E. Crowe, was 
during the year 1938 a member of the partnership 
of Dobbs, Crowe and Company. Petitioner is in- 
formed and believes and therefore alleges that Karl 
E. Crowe’s distributive share of the partnership 
profits for the year 1938 was the sum of $18,024.46 
and that only 20% thereof, or $3604.89, represented 
community earnings. Notwithstanding this fact, re- 
spondent erroneously and illegally determined that 
the entire distributive share of said partnership 
earnings belonging to Earl E. Crowe was commu- 
nity earnings, thereby erroneously and illegally over- 
stating petitioner’s net taxable income by the sum 
of $7209.79. 


(5) Petitioner, as beneficiary, during the year 
1939 received as her full and complete share of the 
distributive net income of said ‘Trust No. 2 the sum 
of $8389.89, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust for 
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the year 1939 was the sum of $12,418.07, thereby er- 
roneously and illegally overstating petitioner’s net 
taxable income by the sum of $4028.18. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no part there- 
of constituted taxable income. 


(6) Petitioner’s husband, Earl E. Crowe, was 
during the year 1939 a member of the said partner- 
ship of Dobbs, Crowe and Company. Petitioner is 
informed and believes and therefore alleges that 
Earl E. Crowe’s distributive share of the partner- 
ship profits for the year 1939 was the sum of $10,- 
500.62 and that only 20% thereof, or $2100.12, repre- 
sented community earnings. Notwithstanding this 
fact, respondent erroneously and illegally deter- 
mined that the entire distributive share of said part- 
nership earnings belonging to Earl E. Crowe was 
community earnings, thereby erroneously and ille- 
gally overstating petitioner’s net taxable income by 
the sum of $4200.25. 


(7) Petitioner, as beneficiary, during the year 
1940 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $9385.93, which she reported in her income tax re- 
turn. Notwithstanding this fact respondent errone- 
ously and illegally determined that petitioner’s dis- 
tributive share of the net income of said trust for 
the year 1940 was the sum of $13,413.66, thereby er- 
roneously and illegally overstating petitioner’s net 
taxable income by the sum of $4027.73. No part of 
this last mentioned sum was either actually or con- 
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structively received by petitioner and no part there- 
of constituted taxable income. 


(8) Petitioner’s husband, Earl E. Crowe, was 
during the year 1940 a member of the said partner- 
ship of Dobbs, Crowe and Company. Petitioner is 
informed and believes and therefore alleges that 
Earl E. Crowe’s distributive share of the partner- 
ship profits for the year 1940 was the sum of 
$7810.49 and that only 20% thereof, or $1562.10, 
represented community earnings. Notwithstanding 
this fact, respondent erroneously and illegally de- 
termined that the entire distributive share of said 
partnership earnings belonging to Earl E. Crowe 
was community earnings, thereby erroneously and il- 
legally overstating petitioner’s net taxable income 
by the sum of $3124.19. 


(9) Petitioner, as beneficiary, during the year 
1941 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $10,527.69, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust for 
the year 1941 was the sum of $12,563.85, thereby er- 
roneously and illegally overstating petitioner’s net 
taxable income by the sum of $2036.16. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no part there- 
of constituted taxable income. 


(10) Petitioner’s husband, Earl E. Crowe, was 
during the year 1941 a member of the said partner- 
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ship of Dobbs, Crowe and Company. Petitioner is 
informed and believes and therefore alleges that 
Earl EK. Crowe’s distributive share of the partner- 
ship profits for the year 1941 was the sum of 
$2740.09 and that only 20% thereof, or $548.02, rep- 
resented community earnings. Notwithstanding this 
fact, respondent erroneously and illegally deter- 
mined that the entire distributive share of said part- 
nership earnings belonging to Earl E. Crowe was 
community earnings, thereby erroneously and ille- 
gally overstating petitioner’s net taxable income by 
the sum of $1419.36. 


(11) Respondent, under date of June 30, 1943, is- 
sued a notice of deficiency determining that said 
Trust No. 2 was an association taxable as a corpora- 
tion. Under date of June 30, 1943, respondent issued 
a notice of deficiency determining that Trust No. 1, 
wherein Harry Chandler, Norman Chandler, and 
Marian Otis Chandler are designated ‘‘ present trus- 
tees,’’ and petitioner and others are designated 
“‘beneficiaries,’? was an association taxable as a 
corporation. Petitioner is informed and believes and 
therefore alleges that the trustees of each of the 
aforementioned trusts have filed or will file a peti- 
tion to The United States Tax Court for a redeter- 
mination of the deficiencies set forth in said 
notices; and that the actions of the respondent in 
determining said trusts to be associations taxable as 
corporations and in determining the deficiencies 
herein involved are inconsistent, erroneous, and il- 
legal. 

Wherefore, petitioner prays that The Tax Court 
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of the United States hear this petition and redeter- 
mine the aforesaid deficiencies in accordance with 
the rights of the petitioner in the premises and 
grant any and all refunds that may be due as a re- 
sult of such redetermination. 


Dated September 20, 1948. 
/3s/ A. CALDER MACKAY 
/s/ ARTHUR McGREGOR 


/s/ HOWARD W. REYNOLDS 
Counsel for Petitioner. 


State of California 
County of Los Angeles—ss. 


Constance Chandler Crowe, being duly sworn, de- 
poses and says that she is the petitioner above 
named; that she has read the foregoing petition, or 
had the same read to her, and is familiar with the 
statements contained therein, and that the state- 
ments contained therein are true, except those stated 
to be upon information and belief, and that those 
she believes to be true. 

/s/ CONSTANCE CHANDLER 
CROWE. 


Subscribed and sworn to before me this 23d day 
of September, 1943. 
[Seal] /s/ MARY E. WHITTHORNE, 
Notary Public in and for said 
County and State. 
My Commission Expires November 26, 1945. 
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HENHAIBIT A 
Form 1279 


Treasury Department 


Internal Revenue Service 
417 South Hill Street 
Los Angeles 18, California 


June 30, 1943 


Office of 

Internal Revenue Agent in Charge 
Los Angeles Division 

LA :IT :90D:PB 


Mrs. Constance Chandler Crowe, 
1150 South Arroyo Drive, 
Pasadena, California. 


Madam: 


You are advised that the determination of your 
income tax liability for the taxable years ended De- 
cember 31, 1938 to 1941, inclusive, discloses a de- 
ficiency of $9,496.92 as shown in the statement 
attached. 

In accordance with the provisions of existing in- 
ternal revenue laws, notice is hereby given of the 
deficiency or deficiencies mentioned. 

Within 90 days (not counting Sunday or a legal 
holiday in the District of Columbia as the 90th day) 
from the date of the mailing of this letter, you may 
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file a petition with The Tax Court of the United 
States, at its principal address, Washington, D. C., 
for a redetermination of the deficiency or deficien- 
cies. 

Should you not desire to file a petition, you are re- 
quested to execute the enclosed form and forward it 
to the Internal Revenue Agent in Charge, Los An- 
geles, California, for the attention of LA:Conf. The 
signing and filing of this form will expedite the clos- 
ing of your return(s) by permitting an early assess- 
ment of the deficiency or deficiencies, and will 
prevent the accumulation of interest, since the inter- 
est period terminates 30 days after filing the form, 
or on the date assessment is made, whichever is ear- 
lier. 


Respectfully, 


GUY T. HELVERING, 
Commissioner, 


By GEORGE D. MARTIN, 
Internal Revenue Agent in 
Charge. 
Enclosures: 
Statement 


Form of waiver. 
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Statement 
LA :IT :90D :PB 
Mrs. Constanee Chandler Crowe, 
1150 South Arroyo Drive, 
Pasadena, California. 
Tax Liability for the Taxable Years Ended 
December 31, 1938, to 1941, Inclusive 


Income Tax 


Year Liability Assessed Deficiency 
LO $ 5,779.69 $ 3,323.03 $2,456.66 
nna n nan nanennannen 6,845.67 4,778.92 2,066.75 
oc ocac snc anenecoenone 12,016.33 8,909.44 3,106.89 
OO eo 14,362.71 12,496.09 1,866.62 
TL — $39,004.40 $29,507.48 $9,496.92 


This determination of your income tax liability has been made upon 
the basis of information on file in this office. 

A copy of this letter and statement has been mailed to your repre- 
sentative, Mr. J. H. Pulliam, Pacific Mutual Building, Los Angeles, 
California, in accordance with the authority contained in the power of 
attorney executed by you. 


Adjustments to Net Income 
Taxable Year Ended December 31, 1938 


Net income as disclosed by return ...W...............:ecececeeceeeeeecseseees $29,214.06 
Additional income: 

(Qyilniterest: received --........<-c<..+-<..0-c-sesccsesesese=- $ 68.06 

Goymlearinership income .......-.----..--s-00ceesene----- 7,209.79 

MeV MPTUIGE DIGONIE ...........-..----csescerdeceseeeenceenceceasens 3,003.67 10,281.52 
Me PPEEOMECEAC SUSE ...---c.-.-.-------02-cesn-ceccnseencocececcecessesneceasensseees $39,495.58 


Explanation of Adjustments 


(a) You failed to report interest received on Illinois Commercial 
Telephone Company bond in the amount of $68.06. 


(b) Your community share of your husband’s distributive share 
of income of the partnership Dobbs, Crowe and Company has been de- 
termined as $9,012.23, in lieu of $1,802.44 reported in your return, an 
increase of $7,209.79. One-half, instead of one-tenth, of your husband’s 
distributive share is taxable to you. 
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(ec) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
‘Chandler Trust No. 1’’........ $17,951.65 $17,627.44 $ (324.21) 
“Chandler Trust Now: =. 8,118.58 11,446.46 3,327.88 
W Ota) eo sctee sie eee ee eee re $26,070.23 $29,073.90 $3,003.67 


Computation of Tax 
Taxable Year Ended December 81, 1938 


Net income ad }USte tee ....... cee $39,495.58 
Less: Personal exemption ........0.0...0....:cecceecceeeceeee $ 2,500.00 
Credit farwepend etic: 2.1: ee 400.00 2,900.00 
Balance (surtax met imneome) ...:.....2:.2 22 ee $36,595.58 
Less: Harned income credit 2.22... eee 300.00 
Net meome subject to normal tax... $36,295.58 
Normal tax at 4% on $86,295.58 __....-...scsccs-csseeseeee- $ 1,451.82 
SUrtax O1 $50,005,060 eee ee 4,345.07 
Motal income tax cece $ 5,796.89 
bess: Income tax paid at source... 2. ee 17.20 
(Correct Income tax lability = eee $ 5,779.69 
Income tax assessed : 
Original, account No, 206297 22. 3,323.03 
DWenciency of inconie tax $ 2,456.66 


Adjustments to Net Income 
Taxable Year Ended December 31, 1939 


Net income as disclosed by returit ........-.......0+-.:0-c-.-0se eee $35,466.10 
Additional income: 
(opmmimterest received @e....2:.... 2 $ 76.44 
(oeartnership income «........:....02-.-e 4,200.25 
Mpegs TINCOUNE: «oo. 2. cos sacs. pececeeeeeen eee 3,686.75 7,963.44 


ING GMIHCOMe ra jUSUCO <.....--.-.-0....-.-:--scsescecsavadsesneeeeeene se ee $43,429.54 
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Explanation of Adjustments 


(a) Interest on savings accounts was received in the amount of 
$534.71, in lieu of $458.27 reported in your return. 


(b) Your community share of your husband’s distributive share of 
income of the partnership Dobbs, Crowe and Conipany has been dcter- 
mined as $5,250.31, in lieu of $1,050.06 reported in your return, an in- 
erease of $4,200.25. One-half, instead of one-tenth, of your husband’s 
distributive share is taxable to you. 


(ec) Income from ‘‘Chandler Trust No. 1”’ and ‘‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to ineome 


your return to you (reduction) 
Chandler Trust No. 1’’........ $21,560.46 $21,219.03 $(341.43) 
(handler Trust No. 2’’........ 8,389.89 12,418.07 4,028.18 
000 $29,950.35 $33,637.10 $3,686.75 


Computation of Tax 
Taxable Year Ended December 31, 1939 


OTE ICCD IES 6 UE $43,429.54 
Wieser Crconal Exemption ..........-..---..---..scccsesececeeee $ 2,500.00 
Wrecaiiior dependent .................----.-ce-seseseaee 400.00 2,900.00 
Pe emiGen(surtax net INCOME) ..................-c-..s-ceceereccccueceereeeeraee $40,529.54 
esc iarmed income Credit -......-...-.-........cseccsnceesececeoeneeeeece 300.00 
flemimeonie subject to normal tax ........-.------.n..-cccccseceensenceeseeseeuse $40,229.54 
Normal tax at 4% on $40,229.54 oo $ 1,609.18 
Bee OT 40,529.04 __._....ncnsncaccanenenccecneennceenacnenne 5,247.09 
“Mes tiaill WAGONS TEED eee oe ee oP eg $ 6,856.27 
eee mieome tax DAld at SOULECE q.......2.---cc-ccccoccceceseccseoeeencerseeeane 10.60 
BEC CEIMCOMC LAX Liability. .........c.-cccecssoccsssssscsserseneccseoreessanssesees $ 6,845.67 
Income tax assessed : _ 
iietial account No, 202524 ......-......-.-:c---ccs-eeseceeeee-neeenen-e- 4,778.92 


BR eA CONG CAR onc... ccnsnncccescsacceessesese-neecenssnececcsasceecesneeee $ 2,066.75 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1940 


iNet imeome as disclosed by revurme. ee $38,530.91 
Additional income: 

(2) Dividends teeeived $ 225.00 

(a) Pelt ences tereceiv.cc meee 63.66 

(e) Partnership income 0 ee 3,124.19 

Kd) Stn COMGr nn 3,690.41 7,103.26 
iNet income adjusted <2 22) nce $45,634.17 


Explanation of Adjustments 


(a) You failed to report dividends received from Arden Farms 
Company in the amount of $225.00. 


(b) The following interest received on bonds was not reported in 


your return: 
Utah Powemand Ineht Co, 22: $13.33 
Libby #MeNeland Libby 2 50.33 
i Mo ed eee pe a MR ee re $63.66 


(ec) Your community share of your husband’s distributive share of 
ineome of the partnership Dobbs, Crowe and Company has been deter- 
mined as $3,905.24, in lieu of $781.05 reported in your return, an in- 
crease of $3,124.19. One-half, instead of one-tenth, of your husband’s 
distributive share is taxable to you. 


(ad) Income from ‘‘Chandler Trust No. 1” and ‘‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows : 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
eOhandier Trust No. 1’’........ $23,314.74 $22,977.42 $ (337.32) 
| handier Trust No. 2’’_....... 9,389.93 13,413.66 4,027.73 


TO) ooo ee $32,700.67 $36,391.08 $3,690.41 
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Computation of Alternative Tax 
Taxable Year Ended December 31, 1940 


Bere CIC AG JUSLER .............2.-0000.0---.00080dbeseee-ce-eesecorecnconeanecesltl $45,634.17 
emis veelons-term capital loss —.............-ccessecesssoveorsoeceovceree Te 
METS e NICOTIG .........a.00--2-n-0c2cecceesccececcocusensrsecercesevserereaceesed $46,631.96 
Sees me ersonal CXEMIPLION ........-.--...-ccccecccccenenense- $ 2,000.00 

Meat tor dependent ..................-.....cceseo0.- 400.00 2,400.00 
lame (Gumtax net incOMe) ................--.......-cecseeseseessesscssenoesnes $44,231.96 
Mee EMC IMICOME CYECIt, ..........-...--ns-nceceosenensencncccensenc-ccessecnese 300.00 
Rciimeomesub)ecivto Normal tax .........0:cscstis...-0ceccesceseesessee ss $43,931.96 
ormaimtoax at 4% on$43,931.96 ..............c.---0-- $ 1,757.28 
RRS 22) 9,472.78 
RI AR Se ee aaa e cee snes onccceesteannnsntsceces $11,230.06 
Minus: 30% of net long-term capital loss -..W.-.2..--...eeeeeceeeeees 299.33 
og SS a ee eR Pe ESR cn $10,930.73 


Computation of Tax 
Taxable Year Ended December 31, 1940 


2 eg oC SUSY C16 | a eee $45,634.17 
Stes wigeticgmal CKEMPtiON .....--......--....---a--se-oeeeaoses $ 2,000.00 
beat £Or CePA eiitic.........n..0c:.cceeanececcnsceeee 400.00 2,400.00 
Reteon citias Tet INCOME) -..............-.-.-----.---s-eceneecenceneoneseerene $43 234.17 
Meee aed IMCOME CTedit __........-...-------------------n--nevese-eeeeseeeee- 300.00 
ic meamessubject to normal tax ................-----------s-scseseceoee-cue- $42,934.17 
ormaletam at 4% on $42,932.17 -...............--c00--neo-e $ 1,717.36 
ese in ty BEB 2S | ane sea 9,104.30 
Ne sensi nncscn Cacune geen ae tau ee eee MERE ee rae sone $10,821.66 
RS Se ooo ecco ene nn soda ne evens cenees cavegecresenaeecteoass $10,930.73 
Premeestas (10% of $10,930.73)... ..eeceeceeeccneeeerceneeeenseceeeeee 1,093.07 
SEE AS coco soa a tenc dette cade nec esse ners cance snteeeetaneceeeeectectes $12,023.80 
Seeere lemme TAX Paid at SOURCE -......-.-.-------2ece-ecscneeenenceeeenen TAT 
Meme oii; (aX Liability... cscs... nc escent ectee eee eee $12,016.33 
Income tax assessed : 
fememmaleaeccount No. 204872 n-ne ecweneceneneesen snes ene 8,909.44 


Deficiency of income tax ...........-------------o-n--oneeneeeneneonsnecneenennaneenees $ 3,106.89 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1941 


Net income as disclosed by return <--2-c.cccccccpecceoe-eeceseeeeesee ee $33,205.58 
Additional income: 

Co) wea bimershitp iMCOMme j2.cne ree $ 1,419.36 

(0) TUS tes COT eee estes aes cee see 1,702.24 3,121.60 
INetuincome aqjUSttd 2722. $36,327.18 


Explanation of Adjustments 


(a) Your husband’s distributive share of income of the partner- 
ship Dobbs, Crowe and Company has been increased $646.65 from 
$2,740.09 to $3,386.74. Your community share of said amount of 
$3,386.74 has been determined as $1,693.37, and since you reported 
$274.01 income from this source in your return, an addition of $1,419.36 
is made. One-half, instead of one-tenth, of your husband’s distributive 
share is taxable to you. 


The determined amount of $1,693.37 consists of : 


(ONRCHIENES? TWEXOOING cos ccossececcocececescccencocanere $1,814.76 
Net short-term capital gain .................-.. 201.94 
Net long-term: capital loss 2... (323.33) 
TN tel Le eee Oe ciety eee ee $1,693.37 


(b) Income from ‘‘Chandler Trust No. 1” and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 
your return to you (reduction) 


“Chandler Trust No. 1”’......: $23,311.10 $22,971.18 $ (333.92) 
PWhandler Trust No, 277... 10,527.69 12,563.85 2,036.16 


OWA cco re $33,838.79 $35,541.03 $1,702.24 
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Computation of Alternative Tax 
Taxable Year Ended Deeember 31, 1941 


BMC ONG AACL|UStOC ..........-.-c-.-cccc-eo-ececsecsesecccceoscccorececceccecsceceeovel $36,327.18 
Falvicee et long-term capital 10Ss ......-...--..ccseso:--eccscerseeeseceseeeons 7,394.35 
MS TCL INCOME ...........-.-a.---csccoceeccocecceccecceccncessesacnaeececeaseoees $43,721.53 
Messe ersonal exemption ............-..-2-----ccecoseceacone $ 1,500.00 

Creditor dependent 2... ecccse 400.00 1,900.00 
Palemee (SuTtax nef Income) -..._.W.........--esee-seessecoeneceeneeeoeoeees $41,821.53 
Hie sop UaNUICG INCOME CYECIE .......-.2--cececsneseeccees-osecseoeoseececeoceeeesene 300.00 
Net income subject to normal tax -.0...0.0..0..0..20.20--.c-ccceecceceeceeceeeeee $41,521.53 
Normal tax at 4% on $41,521.53 ow... ee eeeee nee $ 1,660.86 
Pee Gag 2S IY |S rr 14,925.41 
Ppaeet TGA A MAIR oro oo c cad cece cece cee sete seuss ueusieuceseecusesencasseusscasesiee $16,586.27 
Minus: 30% of net long-term capital loss .......2.2...2..ceeeeeeeee ees 2,218.30 
NINGTEBNLINE® (COINS ea eee ee I ce $14,367.97 


Computation of Tax 
Taxable Year Ended December 31, 1941 


BOPP COMUG AGIUSLCC .........c2....2ccsecsccceecoseeececcecacneeccsensseeccesscnenosenes $36,327.18 
Re ZCI OMA LCXEM PION. ....-.-nc-tdnea----0-------nceseo-noe- $ 1,500.00 
Wreadiy fOr Cependent ...v....-.-....-.0--c-ccaceo-e 400.00 1,900.00 
Meee curids Tet INCOME) ......-.-.-..-.---------------scecooeeoeceaceanccnsere $34,427.18 
Beer red INCOME CYEIt -........-.--.-------.--ccceese-eoeceeoeeneeoeeneeoeees 300.00 
Seemiacome subject to normal tax -..........-..-.2.2.. eee $34,127.18 
femal tax at 4% on $34,127.18 ......--.-.....-4 $ 1,365.08 
se 00) Gi Es By (le 11,113.59 
a el rrr EE ERPS SAC ne eRe ne oe neaeer $12,478.67 
CA o.oo cesace nceenonesecnsesnene sens ne Seem eee eae ven seen sccec niece $14,367.97 
Dare MMBIN CTR MEAN. xe - <0. 0 css su-e-sensceceee sees ssese soe eeae snes eee sande na secnesacs $14,367.97 
Beer emiticome tax paid at SOULCE -....--...-cc------20cc-enceccceneceeeeneenen 5.26 
Memenemrraemie tax liability: <.22:c.ccc-. 32. -cc-cp enn ean $14,362.71 
Income tax assessed : 
Original, account No. 312274 -...-.-.----..-------n-ossceeeeennnsneseneese 12,496.09 


Deficiency of incOME tAX -....--------------------esseeeeeeeeencetenneceeceecentetnnns $ 1,866.62 


Received and filed Sept. 27, 1948, T.C.U.S. 
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[Title of Tax Court and Cause.] 
Docket No. 3039 


ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau of 
Internal Revenue, for answer to the petition of the 
above-named taxpayer, admits and denies as fol- 
lows: 


teamed el 


Admits the allegations contained in paragraphs 
I and II of the petition. 


JUL 


Admits that the taxes in controversy are income 
taxes for the calendar years 1938 to 1941, inclusive, 
but denies that the total of the proposed deficiencies, 
aggregating $9,496.92, is in controversy. 


TV: 


(1) to (9), inclusive. Denies the allegations con- 
tained in subparagraphs (1) to (9), inclusive, of 
paragraph IV of the petition. 


NV, 


(1) and (2) Admits the allegations contained in 
subparagraphs (1) and (2), of paragraph V of the 
petition. 


(3) Admits that the petitioner, in her income tax 
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return for 1938, reported $8,118.58 as income from 
Trust No. 2. Admits that respondent determined 
that the income reportable by petitioner from said 
source was $11,446.46, and accordingly increased net 
taxable income reported by petitioner by $3,327.88. 
Denies that respondent’s determination is erroneous, 
and denies the remaining allegations contained in 
subparagraph (3) of paragraph V of the petition. 


(4) Admits that petitioner’s husband was, during 
the year 1938, a member of the partnership of 
Dobbs, Crowe and Company. Admits that respond- 
ent added to petitioner’s net taxable income the 
sum of $7,209.79 by reason of increasing the amount 
reported as her share of her husband’s distributive 
share of income of said partnership. Denies that 
said increase was erroneous and illegal and denies 
the remaining allegations in subparagraph (4) of 
paragraph V of the petition. 


(5) Admits that the petitioner, in her income tax 
return for 1939, reported $8,389.89 as income from 
Trust No. 2. Admits that respondent determined 
that the income reportable by petitioner from said 
source was $12,418.07, and accordingly increased net 
taxable income reported by petitioner by $4,028.18. 
Denies that respondent’s determination is errone- 
ous, and denies the remaining allegations contained 
in subparagraph (5) of paragraph V of the peti- 
tion. 


(6) Admits that petitioner’s husband was, during 
the year 1939, a member of the partnership of 
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Dobbs, Crowe and Company. Admits that respond- 
ent added to petitioner’s net taxable income the sum 
of $4,200.25 by reason of increasing the amount re- 
ported as her share of her husband’s distributive 
share of income of said partnership. Denies that 
said increase was erroneous and illegal and denies 
the remaining allegations contained in subpara- 
graph (6) of paragraph V of the petition. 


(7) Admits that the petitioner, in her income tax 
return for 1940, reported $9,385.93 as income from 
Trust No. 2. Admits that respondent determined 
that the income reportable by petitioner from said 
source was $13,413.66, and accordingly increased net 
taxable income reported by petitioner by $4,027.73. 
Denies that respondent’s determination is errone- 
ous, and denies the remaining allegations contained 
in subparagraph (7) of paragraph V of the peti- 
tion. 


(8) Admits that petitioner’s husband was, during 
the year 1940, a member of the partnership of 
Dobbs, Crowe and Company. Admits that respond- 
ent added to petitioner’s net taxable income the sum 
of $3,124.19 by reason of increasing the amount re- 
ported as her share of her husband’s distributive 
share of income of said partnership. Denies that 
said increase was erroneous and illegal and denies 
the remaining allegations contained in subpara- 
graph (8) of paragraph V of the petition. 


(9) Admits that the petitioner, in her income tax 
return for 1941, reported $10,527.69 as income from 
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Trust No. 2. Admits that respondent determined 
that the income reportable by petitioner from said 
source was $12,563.85, and accordingly increased 
net taxable income reported by petitioner by $2,- 
036.16. Denies that respondent’s determination is er- 
roneous, and denies the remaining allegations con- 
tained in subparagraph (9) of paragraph V of the 
petition. 


(10) Admits that petitioner’s husband was, dur- 
ing the year 1941, a member of the partnership of 
Dobbs, Crowe and Company. Admits that respond- 
ent added to petitioner’s net taxable income the sum 
of $1,419.36 by reason of increasing the amount re- 
ported as her share of her husband’s distributive 
share of income of said partnership. Denies that 
said increase was erroneous and illegal and denies 
the remaining allegations contained in subpara- 
graph (10) of paragraph V of the petition. 


(11) Denies the allegations contained in subpara- 
graph (11) of paragraph V of the petition. 


VI 


Denies each and every allegation contained in the 
petition not hereinbefore specifically admitted or 
denied. 


Wherefore, it is prayed that the determination 
of the Commissioner be approved. 


/s/ J. P. WENCHEL, 
Chief Counsel, 
Bureau of Internal Revenue. 
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Of Counsel: 
B H. NEBLETT, 
Division Counsel. 


HAROLD D. THOMAS, 
Special Attorney, 
Bureau of Internal Revenue. 


Received and filed Nov. 17, 1943 T.C.U.S. 
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CONSTANCE CHANDLER CROWE, 
Petitioner. 
vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DECISION 


Pursuant to the Opinion of this Court, promul- 
gated May 23, 1949, it is 

Ordered and decided: That there are deficiencies 
in income tax for the calendar years 1938, 1939, 
1940 and 1941, in the respective amounts of $1,- 
577.88, $938.28, $1,286.73, and $700.51. 

[Seal] /s/ WILLIAM W. ARNOLD, 

Judge. 


Entered May 24, 1949. 
Served May 25, 1949. 
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In the United States Court of Appeals for the 
Ninth Circuit 


T. C. Docket No. 3039 


COMMISSIONER OF INTERNAL REVENUE, 
Petitioner on Review. 


VS. 


CONSTANCE CHANDLER CROWE, 
Respondent on Review. 


PETITION FOR REVIEW 
To the Honorable Judges of the United States Court 
of Appeals for the Ninth Cireuit: 

The Commissioner of Internal Revenue hereby 
petitions the United States Court of Appeals for 
the Ninth Circuit to review the decision entered by 
The Tax Court of the United States on November 
30, 1949, ‘‘That there are deficiencies in income tax 
for the calendar years 1938, 1939, 1940 and 1941 in 
the respective amounts of $1,577.88; $938.28; $1,- 
286.73, and $700.51’’ in respect of the Federal in- 
come tax liability of Constance Chandler Crowe, the 
above-named respondent on review. This petition 
for review is filed pursuant to the provisions of 
Sections 1141 and 1142 of the Internal Revenue 
Code. 

The respondent on review, Constance Chandler 
Crowe, is a resident of Pasadena, California, and 
filed her Federal income tax returns for the years 
1938, 1939, 1940 and 1941 with the Collector of In- 
ternal Revenue for the Sixth District of California, 
whose office is in Los Angeles, California, and with- 
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in the jurisdiction of the United States Court of 
Appeals for the Ninth Circuit wherein this review 
is sought. 


Nature of Controversy 


The issue presented to and passed upon by The 
Tax Court of the United States and which was de- 
cided contrary to the Commissioner’s determination 
is whether certain taxable stock dividends which 
were received by Chandler Trust No. 2, of which 
trust the respondent on review was one of the life 
tenant trustors, are taxable to the life tenant trus- 
tors of the trust, as determined by the Commissioner, 
or, as claimed by the taxpayer, to the trust itself. 
The Tax Court held, contrary to the Commissioner’s 
determination, that Sections 22(a), 166, and 167 of 
the Revenue Act of 1938 and the Internal Revenue 
Code are inapplicable and that the stock dividends 
in question are taxable to the trust rather than to 
the life tenant beneficiaries and trustors. The Com- 
misioner’s determination in this and related cases 
was thus disapproved in so far as it reflected the 
Commissioner’s inclusion of an allocate portion of 
the taxable stock dividends in the taxable income of 
each of the life tenant trustors for the years here in- 
volved. 

/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/3/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for the Petitioner on Review. 


Received and filed Feb. 17, 1950 U.S.C.A. 
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T. C. Docket No. 3039 


STATEMENT OF POINTS 


Comes now the Commissioner of Internal Reve- 
nue, petitioner on review in the above-entitled cause, 
by and through his attorneys, Theron L. Caudle, As- 
sistant Attorney General, and Charles Oliphant, 
Chief Counsel, Bureau of Internal Revenue, and 
hereby states that he intends to rely upon the fol- 
lowing points in this proceeding: 


The Tax Court of the United States erred: 


1. In ordering and deciding that there are defici- 
encies in income tax for the calendar years 1938, 
1939, 1940 and 1941 in the respective amounts of 
$1,577.88, $938.28, $1,286.73, and $700.51. 


2. In failing and refusing to sustain the deficien- 
cies in tax determined by the Commissioner, as 
modified by the stipulation of the parties, on the 
basis that the stock dividends received by the 
Chandler Trust No. 2 were taxable to the life tenant 
trustors. 


3. In holding that the Chandler Trust No. 2 was, 
for Federal income tax purposes, a valid trust under 
the laws of California. 


4. In failing and refusing to hold and decide that 
the Chandler Trust No. 2 was, by virtue of the 
rights of amendment or modification reserved by the 
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trustors, not a valid trust for Federal income tax 
purposes and that, accordingly, the taxable stock 
dividends received by the trust during the taxable 
years were taxable to the life tenant trustors under 
Sections 22(a) and/or Sections 166 and 167 of the 
Revenue Act of 1938 and the Internal Revenue 
Code, rather than to the trust itself. 


5. In holding that Sections 22(a), 166, and 167 of 
the Revenue Act of 1938 and the Internal Revenue 
Code are inapplicable. 


6. In denying the Commissioner’s motion to re- 
consider and set aside the Court’s findings of fact 
and opinion. 


7. In that its opinion and decision are contrary 
to the facts as stipulated by the parties. 


8. In that its opinion and its decision are contrary 
to law and the Commissioner’s regulations. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, At- 
torneys for Petitioner on Review. 


Statement of service attached. 


Received and filed May 4, 1950 U.S.C.A. 
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The Tax Court of the United States 


Docket No. 3040 


HELEN CHANDLER GARLAND, 
Petitioner, 
Vs. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION 


The above named petitioner hereby petitions for 
a redetermination of the deficiency set forth by the 
Commissioner of Internal Revenue in his notice of 
deficiency (LA:IT:90D:PB) dated June 30, 1948, 
and as a basis of this proceeding alleges as follows: 


I. 


Petitioner is an individual residing at 1999 Oak 
Knoll Avenue, San Marino, California. The returns 
for the period here involved were filed with the Col- 
lector for the Sixth District of California. 


ee 


The notice of deficiency, a copy of which is at- 
tached hereto, marked ‘‘ Exhibit A’’ and made a part 
hereof, was mailed to the petitioner on June 30, 
1943. 


ITI. 


The taxes in controversy are income taxes for the 


190 Commisstoner of Internal Revenue 


ealendar years 1938 to 1941, inclusive, totaling 
$5186.62. 


IV. 


The determination of the taxes set forth in said 
notice of deficiency is based upon the following 
errors: 

(1) Respondent erred in determining deficiencies 


in income tax for the years 1938 to 1941, inclusive, 
in the total sum of $5186.62. 


(2) Respondent erred in adding to petitioner’s 
net taxable income for the year 19388 the sum of 
$5299.74. 


(3) Respondent erred in adding to petitioner’s 
net taxable income for the year 1939 the sum of 
$4188.00. 


(4) Respondent erred in adding to petitioner’s 
net taxable income for the year 1940 the sum of 
$5195.60. 


(5) Respondent erred in adding to petitioner’s 
net taxable income for the year 1941 the sum of 
$1727.23. 


Ve 


The facts upon which petitioner relies as the 
basis of this proceeding are as follows: 


(1) Petitioner is a resident of the County of Los 
Angeles, State of California, and as such filed her 
income tax returns for each of the years herein in- 
volved with the Collector of Internal Revenue for 
the Sixth Collection District of California. 
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(2) Petitioner during the years herein involved 
was a beneficiary under that certain trust desig- 
nated Trust No. 2, wherein Marian Otis Chandler, 
May C. Goodan, Constance Chandler (Constance 
Chandler Crowe), Ruth C. Wilhamson, Norman 
Chandler, Harrison G. O. Chandler, Helen C. Gar- 
land, and Philip Chandler are designated ‘‘present 
trustees.”’ 


(3) Petitioner, as beneficiary, during the year 
1938 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $8118.59, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust for 
the year 1938 was the sum of $11,446.46, thereby er- 
roneously and illegally overstating petitioner’s net 
taxable income by the sum of $3327.87. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no part there- 
of constituted taxable income. 


(4) Petitioner, as beneficiary, during the year 
1939 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $8389.89, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust for 
the year 1939 was the sum of $12,418.07, thereby er- 
roneously and illegally overstating petitioner’s net 
taxable income by the sum of $4028.18. No part of 
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this last mentioned sum was either actually or con- 
structively received by petitioner and no part there- 
of constituted taxable income. 


(5) Petitioner, as beneficiary, during the year 
1940 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $9385.93, which she reported in her income tax re- 
turn. Notwithstanding this facet respondent errone- 
ously and illegally determined that petitioner’s dis- 
tributive share of the net income of said trust for 
the year 1940 was the sum of $13,413.67, thereby 
erroneously and illegally overstating petitioner’s net 
taxable income by the sum of $4027.74. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no part there- 
of constituted taxable income. 


(6) Petitioner, as beneficiary, during the year 
1941 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $10,527.69, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust for 
the year 1941 was the stm of $12,563.85, thereby er- 
roneously and illegally overstating petitioner’s net 
taxable income by the sum of $2036.16. No part of 
this last mentioned sum was either actually or con- 
constructively received by petitioner and no part 
thereof constituted taxable inconie. 

(7) Respondent, under date of June 30, 1943, is- 
sued a notice of deficiency determining that said 
Trust No. 2 was an association taxable as a cor- 
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poration. Under date of June 30, 1943, respondent 
issued a notice of deficiency determining that Trust 
No. 1, wherein Harry Chandler, Norman Chandler, 
and Marian Otis Chandler are designated ‘‘present 
trustees’? and petitioner and others are designated 
‘‘beneficiaries’’, was an association taxable as a cor- 
poration. Petitioner is informed and believes and 
therefore alleges that the trustees of each of the 
aforementioned trusts have filed or will file a petition 
to The United States Tax Court for a redetermina- 
tion of the deficiencies set forth in said notices, and 
that the actions of the respondent in determining 
said trusts to be associations taxable as corporations 
and in determining the deficiencies herein involved 
are inconsistent, erroneous, and illegal. 

Wherefore, petitioner prays that The Tax Court 
of the United States hear this petition and redeter- 
mine the aforesaid deficiencies in accordance with 
the rights of the petitioner in the premises and 
grant any and all refunds that may be due as a re- 
sult of such redetermination. 


Dated September 20, 1943. 


/3/ A. CALDER MACKAY, 
/s/ ARTHUR McGREGOR, 


/s/ HOWARD W. REYNOLDS, 
Counsel for Petitioner. 
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State of California 
County of Los Angeles—ss. 


Helen Chandler Garland, being duly sworn, de- 
poses and says that she is the petitioner above 
named; that she has read the foregoing petition, or 
had the same read to her, and is familiar with the 
statements contained therein, and that the state- 
ments contained therein are true, except those stated 
to be upon information and belief, and that those she 
believes to be true. 

/s/ HELEN CHANDLER GARLAND. 

Subscribed and sworn to before me this 23rd day 
of September, 1943. 


[Seal] /s/ MARY E. WHITTHORNE, 
Notary Public in and for said 
County and State. 


My Commission Expires November 26, 1945. 
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Treasury Department 


Internal Revenue Service 
417 South Hill Street 
Los Angeles 18, California 


June 30, 1943 


Office of 

Internal Revenue Agent in Charge 
Los Angeles Division 

LA :1T:90D:PB 


Mrs. Helen Chandler Garland, 
1999 Oak Knoll Avenue, 
San Marino, California 


Madam: 


You are advised that the determination of your 
income tax liability for the taxable years ended De- 
cember 31, 1938 to 1941 inclusive discloses a defici- 
ency of $5,186.62 as shown in the statement at- 
tached. 

In accordance with the provisions of existing in- 
ternal revenue laws, notice is hereby given of the de- 
ficiency or deficiencies mentioned. 

Within 90 days (not counting Sunday or a legal 
holiday in the District of Columbia as the 90th day) 
from the date of the mailing of this letter, you may 
file a petition with The Tax Court of the United 
States, at its principal address, Washington, D. C., 
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for a redetermination of the deficiency or deficien- 
cles. 

Should you not desire to file a petition, you are 
requested to execute the enclosed form and forward 
it to the Internal Revenue Agent in Charge, Los An- 
geles, Californai, for the attention of LA: Conf. The 
signing and filing of this form will expedite the clos- 
ing of your return(s) by permitting an early assess- 
ment of the deficiency or deficiencies, and will 
prevent the accumulation of interest, since the in- 
terest period terminates 30 days after filing the 
form, or on the date assessment is made, whichever 
is earlier. 

Respectfully, 


GUY T. HELVERING, 
Commissioner, 


By /s/ GHORGE D. MARTIN, 
Internal Revenue Agent in Charge. 
Enclosures: 
Statement 


Form of waiver. 
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Statement 
LA :IT:90D :PB 


Mrs. Helen Chandler Garland, 
1999 Oak Knoll Avenue, 
San Marino, California. 
Tax Liability for the Taxable Years Ended 
December 31, 1938 to 1941, Inelusive 


Income Tax 


Year Liability Assessed Deficieney 
1G oe $ 3,777.82 $ 2,639.64 $1,138.18 
US ee 5,436.87 4,408.19 1,028.68 
AN ccccccee 8,818.54 6,734.17 2,084.37 
nao ecnneneceacene 13,648.67 Je Taras: 935.39 
het $31,681.90 $26,495.28 $5,186.62 


This determination of your ineome tax liability has been made upon 
the basis of information on file in this office. 


Adjustments to Net Income 
Taxable Year Ended December 31, 1938 


Bi iemecome as disclosed by return ~.....W..------------ecseseeeeeesetecceene $26,312.10 
Additional income and unallowable deductions: 

Popmlinacends received -.......--.-.---.--------esece- $ 130.00 

Mymlaerest TCCCIVEd -.._.........-..-.-----------<--02ee0-- 217.00 

Mee ICOME 2.2... cee 3,003.65 

fo eone-term capital losses -...........-----------<- 1,949.09 5,299.74 
Me ree UISLC ._....----—---neeoceneconcenncueeseccenseesreeeseeesneaereuee $31,611.84 


Explanation of Adjustments 


(a) Dividends were received from Security-First National Bank in 
the amount of $650.00, instead of $520.00 reported in your return. 


(b) Interest received as follows is added to income: 


@ipies Service Company .c.cccecceceeeceececense $ 46.58 
Nevada California Electric Co. ................ 18.61 
Central Investment Corp. ........-..--..--...+-. 116.25 
Blerieage Guarantee Co. 22... 359.56 
DINO Se 3's SR ge rrrierrccle eT $217.00 


(e) Ineome from ‘‘Chandler Trust No. 1’? and ‘‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows: 
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Amount re- Amount deter- Addition 
ported in minedtaxable toincome 


your return to you (reduction) 
Chandler Trust No.) $17,951.66 $17,627.44 $ (324.22) 
"Chandler Trust No.2: 2. 8,118.59 11,446.46 3,327.87 
KC) NO cre - Oste Wek epee) $26,070.25 $29,073.90 $3,008.65 


(d) The following long-term capital losses claimed in your return 
are disallowed for lack of substantiation of basis of the securities sold: 


Central Investment Company .............. $ 549.96 
Mortgage Guarantee Cert. ...................- 385.80 
Nevada California Electric Co. ............ 436.49 
6 65 Bh a re dan Se eee $1,372.25 


In lien of the long-term capital loss of $158.41 claimed from the sale 
of 327 shares of Massachusetts Investors Trust stock for $6,273.26, 
there is determined no gain or loss from the sale of 127 of such shares 
for $2,436.40 and a long-term capital gain of $468.43 from the sale of 
200 of such shares for $3,836.86, resulting in an adjustment of $626.84. 

Due to a mathematical error in your return the long-term capital 
loss claimed from the sale of Southern California Edison company stock 
is understated $50.00. 

These adjustments result in the addition to income of the net amount 
of $1,949.09. 


Computation of Tax 
Taxable Year Ended December 31, 1938 


Net income adjusted! 2... $31,611.84 
ess: Personal exemption ee $ 2,500.00 
Credit for Gependents 22.2.2 60. 800.00 3,300.00 
alance (surtax net Income)! -..................-.----2- $28,311.84 
tess terest on US. obligations 23 = 56.25 
Marned incomesereditwe, ese. ees 300.00 356.25 
Netincome subject to normal tax —....--2.. 2.22 eee $27,955.59 
Nommaliax at 4% on $27,000.09)... $ 1,118.22 
CUnienir soo L1O4 ..c. 2.02... ee see ements nes 2,679.25 
Wit PHMPIMT COTE CAN n---n2--00-2nannceennceeceosg eee ease eeceeecae esses eee $ 3,797.47 
Wessemmnicome tax paid at SOUTCe 2.2... ene 19.65 
@orrectuneome tax liability -......2-c2esccccs-sceeeseee $ 3,777.82 
Income tax assessed : 
Original, account No. 834696 ........---------.---------- $ 2,613.64 
Deficiency, March 1941, account No. 510087.... 26.00 
Darien) pe rece 2,639.64 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1939 


er income As disclosed by return ..............----ss-sesscecssecsseeuessees- $34,384.24 
Additional income and unallowable deductions: 

Meee Dividends received. ............-.-.ssscceseesssee0s $ > 257.50 

MMSE INCOME ............2.22cceseeeceeseeeeneeeeeseeseeee 3,686.75 

(c) Long-term capital loss ......... tees seeeseeeee 243.75 4,188.00 
CeCe JUSLEC .....-.-..-..-.-2cc0c-2oseccenecccneececenconcceeeeseeveseeesssssess $38,572.24 


Explanation of Adjustments 


(a) The following dividends received are added to income reported : 


Magma Copper Company .....................-. $125.00 
National Malleable and Steel 

(CHES CO) i GF se pe ele sieseane 100.00 
nici CC) neers: ore 32.50 
60) ee ene een: $257.50 


(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable  toincome 


your return to you (reduction) 
‘Chandler Trust No. 1’’........ $21,560.46 $21,219.03 $(341.43) 
handler Trust No. 2’? 8,389.89 12,418.07 4,028.18 
00 eat $29,950.35 $33,637.10 $3,686.75 


(c) The long-term capital loss of $243.75 claimed from the sale of 
$5,000.00 Central Investment Corporation bonds is disallowed for lack 
of substantiation of the basis. 
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Computation of Tax 
Taxable Year Ended December 31, 1939 


Netameome-adjisted... sao A $38,572.24 
Less: Personal exemption ......0......sc.eceseceseeeeeeee $ 2,500.00 
Credit for dependents... 800.00 3,300.00 
Balance (SUMAN MeL INCOME) 0.2... ee $35,272.24 
Less: Interest on U.S. obligations ..........0.0... 133.13 
Earned income credit ................-.cc:cccsceeeeeoees 300.00 433.13 
Net income subject to mormal tax... 2-222..--c<.-cecceno--n--ee $34,839.11 
Normal tax at 4% on $34,339oMe...........22- ee. $ 1,393.56 
SU ba me OU ee 2s ae ee ae nee 4,067.17 
Totalantome tax 2) 25. 2a. ee eee $ 5,460.73 
Juess: Income tax paid at source 222 ......2..- 23.86 
Worrect income tax liability 2.2.2... $ 5,436.87 
Income tax assessed : 
Original, account No. 202012 oe 4,408.19 
Deficiency of MiCOMG tax 22 ceo ac cee tee tees $ 1,028.68 


Adjustments to Net Income 
Taxable Year Ended December 31, 1940 


Net meome.as disclosed. by returi see. ae $33,469.05 
Additional income and unallowable deductions: 

(©) Wividends seeeived: 7. $ 34:50 

(Veh) dba pke aes VeU 0p 001) 5-. teen ee eosepecs eer ae 3,690.42 

(2) Short-term capital Gaim 222. 811.46 

(2) Taxes disallowed =. 2c 659.22 5,195.60 
Se ce ce ee eo ec seen $38,664.65 
Additional deduction : 

(e) Interest paid -........--.s-secnceeceeecececcesceceecenetntnenececncees 74.31 
Net income adjusted ......---..-.----:sssecsssecesteeecseessesenensesnsenseennneeeenases $38,590.34 
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Explanation of Adjustments 


(a) You failed to report dividends of $34.50 received from Stand- 
ard Oil Company (New Jersey). 


(b) Income from ‘‘Chandler Trust No. 1’’ and ‘“‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
ported in mined taxable to income 


your return to you (reduction) 
@eemandier Trust No. 1’’........ $23,314.74 $22,977.42 $ (337.32) 
“Chandler Trust No. 2”? ........ 938008 13,413.67 4,027.74 
0 $32,700.67 $36,391.09 $3,690.42 


(c) You failed to report a net short-term capital gain of $811.46 
consisting of the following gains from the sales of capital assets held 
not more than 18 months: 


Stock Sale price Cost Gain 
500 shares Northrup Aircraft, Ine... $3,499.80 $2,727.27 $772.53 
2 shares Massachusetts Investors Trust.. 38.93 0.00 38.93 
A ee $3,538.73 $2,727.27 $811.46 


(d) The deduction claimed for taxes on real estate at 2960 Wilshire 
Boulevard is disallowed to the extent of $511.43, representing taxes 
which had become a lien against the property prior to your purchase 
thereof as your separately owned property on December 20, 1939, held 
to constitute an additional cost of the property. 

The deduction claimed for taxes on real estate at 1999 Oak Knoll 
Avenue is disallowed to the extent of $150.33, representing your half 
of taxes which had become a lien against the property prior to the pur- 
chase thereof by you and your husband as joint tenants on December 14, 
1939, held to constitute an additional cost of the property. 

An additional deduction of $2.54 is allowed as your half of the taxes 
on Oak Knoll Avenue property paid in December, 1940. 


(e) An additional deduction of $74.31 is allowed for interest paid. 
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Computation of Alternative Tax 
Taxable Year Ended December 31, 1940 


Netaricome: adjusted ..:.: 2:23 eoe eee, ese a eeac eee $38,590.34 
Plus: Net long-term capital loss... ee 1,669.71 
Oedia ry Met WC ONC eras rede ceccessscccee sce eons tssase ns ee $40,260.05 
Wess: Personal exemption c..stcccs-ec-e-aneetsceeeteeaccen. $ 2,000.00 

Credit, for dependents 22.22 6... 800.00 2,800.00 
Balance (surtax Wet income) 22.3.3 6... ee $37,460.05 
cess: Warned imcome eredit 222. eee 300.00 
Net income subject to normal tax 22. nee $37,160.05 
Nonmal tax at 4% on sa7,Vb005 2 ee $ 1,486.40 
Silmtas Gn ho 400 Qa see ee ee 7,041.82 
US 61612 IO: Ys eee nba peng ee ee EEE $ 8,528.22 
Minus: 30% of net long-term capital loss -...........2.2...0-eee ee 500.91 
AdGe rial ve ita mere tee eaten eee $ 8,027.31 


Computation of Tax 
Taxable Year Ended December 31, 1940 


Net income adjusted... eee ee $38,590.34 
bess: Personal exemption ee $ 2,000.00 
Credit, for depemilents =... 800.00 2,800.00 
Balance (surtax Wet incGme) 222.2 ctee eco $35,790.34 
Wess: Harned income credit, 22..-:22:-2ee 300.00 
Net income subject to normal tax ....2.2- $35,490.34 
Normal tax at4% on $35,400134 2. $ 1,419.61 
Bovine tee OTN) Bi), TO Oe acs eee ee eee 6,490.81 
“Pavia sauowerameall vies eaKel WUE OS eee ese ceeercncr reece Seca $ 7,910.42 
POUETINATEVG GAX «2-0... 0c. cccasecavatodeiccecceeeeeconesceesssese-cceneesar cesses $ 8,027.31 
WMefernse tax (10% of $8,027.31) <ccc cece atecs ees ececccseree ee 802.73 
OTIC UC. CAN 25... c2scseecncccsseccecesceeescseeesepe see ==. cs esteem $ 8,830.04 
Wess income tax paid at source ..........- 11.50 
Worecewancome tax LADY -..2-----<.--<-2-<-cce-cee cece eee ee $ 8,818.54 
Income tax assessed : 
Original, account No. 203445 ......-....-------s-cseeeesesteeeeeeeteneeees 6,734.17 


Deficiency of inCOMe tax -.....---.---ececececcesecereneneeeneensesesetetteneeceees $ 2,084.37 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1941 


ememeame as disclosed by retur1 .........-0...---s0--2---ceesseceseoeeeecese $37,204.39 
Additional income: 

(a) Dividends received ...........ceccece-ee---6 20.00 

MIMMMLEIGE INCOME ............<:.0.----.-ncececceoececsenneaeees 1,702.23 = 1,727.23 
RUB MRE MTV ACIUISLC( ....--.-..ccacasscses-ce-cescecoess ste cnceeessvaeeenarenneccesatee $38,931.62 


Explanation of Adjustments 


(a) You failed to report dividends of $25.00 received from National 
Malleable Steel and Casting Company. 


(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction ) 
S@handier Trust No. 1’’........ $25,012.10 $22,977.17 $ (333.93) 
handler Trust No. 2’’........ 10,527.69 12,563.85 2,036.16 
O10 oe $33,838.79 $35,541.02 $1,702.23 


Computation of Tax 
Taxable Year Ended December 31, 1941 


Net income adjusted .......-.-.--.--.-..-..----eccececsesescececeeeensecsetcecenenseses $38,931.62 
Tess: Personal exemption -........-..-----..c-0e--e----es00 $ 1,500.00 
Wreait tor dependents .............-.---<----ccsee-- 800.00 2,300.00 
Balance (surtax net income) .......-------:----ss-c-sececseseeececeeeete tenet $36,631.62 
Less: Earned income credit ............--.---ccss-csseeeseseeesceeseesecetmess 300.00 
Net income subject to normal tax .....--------+--------eeee $36,331.62 
Normal tax at 4% on $36,331.62 ......---.-------------+ $ 1,453.26 
Bax ON $06,631.62 -_......-.--.n.-nnccen---neneneecesneneeennseee 12,215.81 
Motal INCOME LAX ......-------------s---o+--c--ecee-eeeneeeseececnneneeeceneseeneenaneeneee $13,669.07 
Less: Income tax paid at SOUPCE ........-..-------s2seeceseececeteeeeeteeeeeet 20.40 
Correct income tax liability -........-.---------s----c-eeeceeeeeeeceeeeeteteeetet $13,648.67 
Income tax assessed : 
Original, account No, 312318 -......-----1--.s-seee escent 12,713.28 
Deficiency of income tax -.....-------------c-seescneeecteoteerteeteercersee tates $ 935.39 


Received and filed Sept. 27, 1943, T.C.U-S. 
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[Title of Tax Court and Cause.] 
Docket No. 3040 
ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau 
of Internal Revenue, for answer to the petition of 
the above-named taxpayer, admits and denies as 
follows: 


I. and II. 


Admits the allegations contained in paragraphs 
I and II of the petition. 


JUL, 


Admits that the taxes in controversy are income 
taxes for the calendar years 1938 to 1941, inclusive, 
but denies that the total of the proposed deficiencies, 
ageregating $5,186.62, is in controversy. 


IV. 


(1) to (5), inclusive. Denies that the respondent 
erred as alleged in subparagraphs (1) to (5), in- 
elusive, of paragraph IV of the petition. 


Ve 


(1) and (2) Admits the allegations contained in 
subparagraphs (1) and (2) of paragraph V of the 
petition. 
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(3) Admits that petitioner, in her income tax re- 
turn for 1938, reported $8,118.59 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$11,446.46, and accordingly increased taxable net 
income reported by petitioner by $3,327.87. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (38) of paragraph V of the petition. 


(4) Admits that petitioner. in her income tax 
return for 1939, reported $8,389.89 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$12,418.07, and accordingly increased taxable net 
income reported by petitioner by $4,028.18. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (4) of paragraph V of the petition. 


(5) Admits that petitioner, in her income tax 
return for 1940, reported $9,385.93 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$13,413.67, and accordingly increased taxable net 
income reported by petitioner by $4,027.74. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (5) of paragraph V of the petition. 


(6) Admits that petitioner, in her income tax 
return for 1941, reported $10,527.69 as income from 
Trust No. 2. Admits that respondent determined 
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that the amount reportable from said source was 
$12,563.85, and accordingly increased taxable net 
income reported by petitioner by $2,036.16. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (6) of paragraph V of the petition. 


(7) Denies the allegations contained in subpara- 
graph (7) of paragraph V of the petition. 


VI 


ane 


Denies each and every allegation contained in the 
petition not hereinbefore specifically admitted or 
denied. 


Wherefore, it is prayed that the determination of 
the Commissioner be approved. 


/s/ J. P. WENCHEL, 
Chief Counsel, Bureau of 
Internal Revenue. 


Of Counsel: 
B. H. NEBLETT, 
Division Counsel. 
HAROLD D. THOMAS, 


Special Attorney, Bureau of 
Internal Revenue. 


Received and filed Nov. 17, 1943 T.C.U.S. 
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The Tax Court of the United States 
Washington 
Docket No. 3040 


HELEN CHANDLER GARLAND, 
. Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 
DECISION 


Pursuant to the Opinion of this Court, promul- 
gated May 23, 1949, it is 


Ordered and Decided: That there are deficiencies 
in income tax for the calendar years 1938, 1939, 
1940 and 1941 in the respective amounts of $133.03, 
$59.22, $582.38, and $16.20. 


[Seal] WILLIAM W. ARNOLD, 
Judge. 


Entered May 24, 1949. 


Served May 25, 1949. 
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In the United States Court of Appeals 
for the Ninth Circuit 


Docket No. 3040 


COMMISSIONER OF INTERNAL REVENUE, 
Petitioner on Review, 
vs. 


HELEN CHANDLER GARLAND, 
Respondent on Review. 


PETITION FOR REVIEW 
To the Honerable Judges of the United States 
Court of Appeals for the Ninth Circuit: 

The Commissioner of Internal Revenue hereby 
petitions the United States Court of Appeals for 
the Ninth Cireuit to review the decision entered by 
The Tax Court of the United States on November 
30, 1949, ‘‘That there are deficiencies in income tax 
for the calendar years 1938, 1939, 1940 and 1941 
in the respective amounts of $133.08; $59.22; 
$582.38, and $16.20”? in respect of the Federal in- 
come tax liability of Helen Chandler Garland, the 
above-named respondent on review. This petition 
for review is filed pursuant to the provisions of 
Sections 1141 and 1142 of the Internal Revenue 
Code. 

The respondent on review, Helen Chandler Gar- 
land, is a resident of San Marino, California, and 
filed her Federal income tax returns for the years 
1938, 1939, 1940 and 1941 with the Collector of In- 
ternal Revenue for the Sixth District of California, 
whose office is in Los Angeles, California, and within 
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the jurisdiction of the United States Court of Ap- 
peals for the Ninth Circuit wherein this review is 
sought. 

Nature of Controversy 


The issue presented to and passed upon by The 
Tax Court of the United States and which was de- 
cided contrary to the Commissioner’s determination 
is whether certain taxable stock dividends which 
were received by Chandler Trust No. 2, of which 
trust the respondent on review was one of the life 
tenant trustors, are taxable to the lfe tenant 
trustors of the trust, as determined by the Com- 
missioner, or, as claimed by the taxpayer, to the 
trust itself. The Tax Court held, contrary to the 
Commissioner’s determination, that Sections 22(a), 
166, and 167 of the Revenue Act of 1938 and the 
Internal Revenue Code are inapplicable and that 
the stock dividends in question are taxable to the 
trust rather than to the life tenant beneficiaries and 
trustors. The Commissioner’s determination in this 
and related cases was thus disapproved in so far 
as it reflected the Commissioner’s inclusion of an 
allocated portion of the taxable stock dividends in 
the taxable income of each of the life tenant 
trustors for the years here involved. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/3s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for the Petitioner on Review. 


Received and filed Feb. 17, 1950 U.S.C.A. 
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[Title of Court of Appeals and Cause.] 
Docket No. 3040 


STATEMENT OF POINTS 


Comes Now the Commissioner of Internal Rev- 
enue, petitioner on review in the above-entitled 
cause, by and through his attorneys, Theron L. 
Caudle, Assistant Attorney General, and Charles 
Oliphant, Chief Counsel, Bureau of Internal 
Revenue, and hereby states that he intends to rely 
upon the following points in this proceeding: 


The Tax Court of the United States erred: 


1. In ordering and deciding that there are de- 
ficiencies in income tax for the calendar years 1938, 
1939, 1940 and 1941 in the respective amounts of 
$133.03, $59.22, $582.38, and $16.20. 


2. In failing and refusing to sustain the defi- 
ciencies in tax determined by the Commissioner, as 
modified by the stipulation of the parties, on the 
basis that the stock dividends received by the Chan- 
dler Trust No. 2 were taxable to the life tenant 
trustors. 


3. In holding that the Chandler Trust No. 2 was, 
for Federal income tax purposes, a valid trust under 
the laws of California. 


4, In failing and refusing to hold and decide 
that the Chandler Trust No. 2 was, by virtue of 
the rights of amendment or modification reserved 
by the trustors, not a valid trust for Federal income 
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tax purposes and that, accordingly, the taxable 
stock dividends received by the trust during the 
taxable years were taxable to the life tenant trustors 
under Sections 22(a) and/or Sections 166 and 167 
of the Revenue Act of 1938 and the Internal 
Revenue Code, rather than to the trust itself. 


5. In holding that Sections 22(a), 166, and 167 
of the Revenue Act of 1938 and the Internal Reve- 
nue Code are inapplicable. 


6. In denying the Commissioner’s motion to re- 
consider and set aside the Court’s findings of fact 
and opinion. 


7. In that its opinion and decision are contrary 
to the facts as stipulated by the parties. 


8. In that its opinion and its decision are con- 
trary to law and the Commissioner’s regulations. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for Petitioner on Review. 


Statement of service attached. 


Received and filed May 4, 1950 U.S.C.A. 
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The Tax Court of the United States 
Docket No. 3041 


RUTH C. WILLIAMSON, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


PETITION 


The above named petitioner hereby petitions for 
a redetermination of the deficiency set forth by the 
Commissioner of Internal Revenue in his notice of 
deficiency (LA:IT:90D:PB) dated June 30, 1948, 
and as a basis of this proceeding alleges as follows: 


Ji 


Petitioner is an individual residing at 1025 Arden 
Road, Pasadena, California. The returns for the 
period here involved were filed with the Collector 
for the Sixth District of California. 


dole 


The notice of deficiency, a copy of which is at- 
tached hereto, marked ‘‘Exhibit A’? and made a 
part hereof, was mailed to the petitioner on June 
30, 1943. 


TE 


The taxes in controversy are income taxes for the 
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ealendar years 1938 to 1941, inclusive, totaling 
$6,025.33. 


IV. 


The determination of the taxes set forth in said 
notice of deficiency is based upon the following 
errors: 

(1) Respondent erred in determining deficiencies 
in income tax for the years 1938 to 1941, inclusive, 
in the total sum of $6,025.33. 


(2) Respondent erred in adding to petitioner’s 
net taxable income for the year 1938 the sum of 
$3,327.87. 


(3) Respondent erred in adding to petitioner’s 
net taxable income for the year 1939 the sum of 
$4,028.18. 


(4) Respondent, in determining petitioner’s net 
taxable income for the year 1939, erred in failing to 
allow as a deduction the sum of $2,517.50, represent- 
ing a loss sustained on stock which became worth- 
less. 


(5) Respondent erred in increasing petitioner’s 
net taxable income for the year 1940 by the sum of 
$4,027.74. 


(6) Respondent erred in increasing petitioner’s 


net taxable income for the year 1941 by the sum of 
$2,036.16. 
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The facts upon which petitioner relies as the basis 
of this proceeding are as follows: 


(1) Petitioner is a resident of the County of 
Los Angeles, State of California, and as such filed 
her income tax returns for each of the years herein 
involved with the Collector of Internal Revenue for 
the Sixth Collection District of California. 


(2) Petitioner during the years herein involved 
was a beneficiary under that certain trust desig- 
nated Trust No. 2, wherein Marian Otis Chandler, 
May C. Goodan, Constance Chandler (Constance 
Chandler Crowe), Ruth C. Williamson, Norman 
Chandler, Harrison G. O. Chandler, Helen C. Gar- 
land, and Philip Chandler are designated ‘‘present 
trustees.”’ 


(3) Petitioner, as beneficiary, during the year 
1938 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $8,118.59, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1938 was the sum of $11,446.46, thereby 
erroneously and illegally overstating petitioner’s net 
taxable income by the sum of $3,327.87. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no part 
thereof constituted taxable income. 
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(4) Petitioner, as beneficiary, during the year 
1939 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $8,389.89, which she reported in her income tax 
return. Notwithstanding this fact respondent erron- 
eously and illegally determined that petitioner’s dis- 
tributive share of the net income of said trust for 
the year 1939 was the sum of $12,418.07, thereby 
erroneously and illegally overstating petitioner’s net 
taxable income by the suin of $4,028.18. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no _ part 
thereof constituted taxable income. 


(5) Petitioner and her husband, Frederick W. 
Williamson, during the year 1937 purchased 50 
shares of preferred stock and 35 shares of common 
capital stock of Coronado Fisheries, Inc., for which 
they paid $5,035.00. Petitioner is informed and be- 
lieves and therefore states that during the year 
1939 the said stock became worthless; notwithstand- 
ing the foregoing, respondent erroneously and 
illegally failed to allow as a deduction one-half of 
the purchase price of said stock, or the sum of 
$2,517.50. 


(6) Petitioner, as beneficiary, during the year 
1940 received as her full and complete share of the 
distributive net income of said Trust No. 2 the sum 
of $9,385.93, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
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distributive share of the net income of said trust 
for the year 1940 was the sum of $13,413.67, thereby 
erroneously and illegally overstating petitioner’s 
net taxable income by the sum of $4,027.74. No part 
of this last mentioned sum was either actually or 
constructively received by petitioner and no part 
thereof constituted taxable income. 


(7) Petitioner, as beneficiary, during the year 
1941 received as her full and complete share of the 
distributive net incoine of said Trust No. 2 the sum 
of $10,527.69, which she reported in her income tax 
return. Notwithstanding this fact respondent er- 
roneously and illegally determined that petitioner’s 
distributive share of the net income of said trust 
for the year 1941 was the sum of $12,563.85, thereby 
erroneously and illegally overstating petitioner’s net 
taxable income by the sum of $2,036.16. No part of 
this last mentioned sum was either actually or con- 
structively received by petitioner and no part 
thereof constituted taxable income. 

(8) Respondent, under date of June 30, 1948, 
issued a notice of deficiency determining that said 
Trust No. 2 was an association taxable as a cor- 
poration. Under date of June 30, 1948, respondent 
issued a notice of deficiency determining that Trust 
No. 1, wherein Harry Chandler, Norman Chandler, 
and Marian Otis Chandler are designated ‘‘present 
trustees’’ and petitioner and others are designated 
‘‘beneficiaries,’’ was an association taxable as a cor- 
poration. Petitioner is informed and believes and 
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therefore alleges that the trustees of each of the 
aforementioned trusts have filed or will file a peti- 
tion to The United States Tax Court for a rede- 
termination of the deficiencies set forth in said 
notices, and that the actions of the respondent in 
determining said trusts to be associations taxable 
as corporations and in determining the deficiencies 
herein involved are inconsistent, erroneous, and 
illegal. 


Wherefore, petitioner prays that The Tax Court 
of the United States hear this petition and redeter- 
mine the aforesaid deficiencies in accordance with 
the rights of the petitioner in the premises and 
grant any and all refunds that may be due as a 
result of such redetermination. 


Dated September 20, 1943. 


/3/ A. CALDER MACKAY, 
/s/ ARTHUR McGREGOR, 


/s/ HOWARD W. REYNOLDS, 
Counsel for Petitioner. 
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State of California, 
County of Los Angeles—ss. 


Ruth C. Williamson, being duly sworn, deposes 
and says that she is the petitioner above named; 
that she has read the foregoing petition, or had the 
same read to her, and is familiar with the state- 
ments contained therein, and that the statements 
contained therein are true, except those stated to be 
upon information and belief, and that those she 
believes to be true. 


/s/ RUTH C. WILLIAMSON. 


Subscribed and sworn to before me this 23rd day 
of September, 1943. 


[Seal] /s/ MARY E. WHITTHORNE, 
Notary Public in and for said County and State. 


My Commission expires November 26, 1945. 
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EXHIBIT A 


Form 1279 
Treasury Department 


Internal Revenue Service 


417 South Hill Street 
Los Angeles 18, California 
June 30, 1943 


Office of Internal Revenue Agent in Charge 
Los Angeles Division 


LA:IT:90D:PB 


Mrs. Ruth C. Williamson, 
1025 Arden Road, 
Pasadena, California. 


Madam: 


You are advised that the determination of your 
income tax liability for the taxable years ended De- 
cember 31, 1938 to 1941, inclusive, discloses a de- 
ficiency of $6,025.33, as shown in the statement 
attached. 

In accordance with the provisions of existing in- 
ternal revenue laws, notice is hereby given of the 
deficiency or deficiencies mentioned. 

Within 90 days (not counting Sunday or a legal 
holiday in the District of Columbia as the 90th day) 
from the date of the mailing of this letter, you may 
file a petition with the Tax Court of the United 
States, at its principal address, Washington, D. C., 
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for a redetermination of the deficiency or defi- 
ciencies. 

Should you not desire to file a petition, you are 
requested to execute the enclosed form and forward 
it to the Internal Revenue Agent in Charge, Los 
Angeles, California, for the attention of LA:Conf. 
The signing and filing of this form will expedite the 
closing of your return(s) by permitting an early 
assessment of the deficiency or deficiencies, and will 
prevent the accumulation of interest, since the in- 
terest period terminates 30 days after filing the 
form, or on the date assessment is made, whichever 
is earlier. 


Respectfully, 


GUY T. HELVERING, 
Commissioner. 


By /s/ GEORGE D. MARTIN, 
Internal Revenue Agent in 
Charge. 
iD ft 
Enclosures: 
Statement 


Form of Waiver. 
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Statement 
LA :IT :90D :PB 


Mrs. Ruth C. Williamson, 
1025 Arden Road, 
Pasadena, California. 


Tax Liability for the Taxable Years Ended 
December 31, 1938, to 1941, Inclusive 


Income Tax 


Year Liability Assessed Deficiency 
0 $ 7,357.64 $ 6,419.97 $ 937.67 
ee nnn n-ne 8,845.60 6,186.68 2,658.92 
ee ....... 15,453.78 13,716.28 1,737.50 
I —————— 34,893.18 34,201.94 691.24 
Cl $66,550.20 $60,524.87 $6,025.33 


This determination of your income tax liability has been made upon 
the basis of information on file in this office. 

If you do not acquiesce in all of the adjustments making up the de- 
ficiency indicated, but desire to stop the accumulation of interest on that 
part of the deficiency resulting from adjustments to which you agree, 
please fill out the enclosed form of waiver, inserting therein the amount 
of the deficiency you desire to have assessed at once. The execution of 
the form for the agreed portion of the deficiency will not deprive you of 
your right to petition The Tax Court of the United States for a rede- 
termination of the deficiency. 

A copy of this letter and statement has been mailed to your repre- 
sentative, Mr. A. Calder Mackay, 523 West Sixth Street, Los Angeles, 
California, in accordance with the authority contained in the power of 
attorney executed by you. 


Adjustments to Net Income 
Taxable Year Ended December 31, 1938 


Net income as disclosed by return ........--.--------cesccscsseeeseeseeeeceee= $43,253.21 
Additional income: 

(a) Dividends received ...-....-.----.-11see $ 147.52 

(b) Trust income ......... ee ene 3,003.66 

(c) Rents received ........----------ssesesscseesctesetene 381.45 3,532.63 
oc. a enna en ece nnn ann an nonnnncecnsneerennesnnenencncsononanenennenneenanaas $46,785.84 
Additional deductions: 

DOS ence cna nnnnenn-nnneennnnnecennenecereeecenseovteonenseemaemsnnnecacenns 183.82 


Net income adjusted ......-....-----vec-es-cereseceecsecseseecseseeneetecnatatensn ees $46,602.02 


ae as Commissioner of Internal Revenue 


Explanation of Adjustments 


(a) You failed to include in dividends $75.00 received on Texas 
Gulf Sulphur Company stock and $75.62 on Safeway Stores common 
stock, a total of $150.62, and you overstated the amount of dividends 
from Honolulu Oil Company i in the amount of $3.10, a net understate- 
ment of $147.52. 


(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2’’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
‘Chandler Trust No. 1’”........ $17,951.66 $17,627.45 ($324.21) 
‘Chandler Trust No. 2’’........ 8,118.59 11,446.46 3,00 1.00 
g) Ma (2!]l) deepen emerter te cn, Sle seen eme $26,070.25 $29,073.91 $3,003.66 


(c) Three-fourths, instead of one-half, of the $1,525.82 net rental 
from Wilshire Boulevard property is taxable to you. 


(d) Three-fourths, instead of one-half, of the $735.27 taxes on Wil- 
shire Boulevard property is deductible by you. 


Computation of Tax 
Taxable Year Ended December 31, 1938 


INGE ICOMG BEUStCC ooo on cece e cess cas otc $46,602.02 
Less: Personaltemempluion .2 ce $ 2,500.00 
Creditmior dependents... alk 600.00 4,100.00 
Balance (suriam mel amcOme ) 252.0 eee cccc.o2ee.tncte ce $42,502.02 
bess: Warned income ered it. ........:-.-2<.0.--<-----ceeeeee ee 1,398.04 
Net income subject to normal tax .........-00. $41,103.98 
Normal tax at 4% on $4005.98... cae... $ 1,644.16 
(UEC eta pause eave] O28 0b2), oe MMe Oe eer ee 5,720.48 
Mo tele COMO AS - oc. o0evec rere sesteccaccssssee eee $ 7,364.64 
Wess: Income tax paid at source 22.0022... 7.00 
Correct income #ax liability .-..c....---...---2ieee ec $ 7,357.64 
Income tax assessed : 
Mreinaleaccount No. 206720 nee scce ree eee 6,419.97 


Meficieney oO: mcome tax .....-..-.--.---ccceeceeceneceeene sense ee $ 937.67 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1939 


Seemimeome as disclosed by return ...........------------ssssssesseeenceeose=2 $42,490.32 
Additional income and unallowable deductions : 

RP MDIVICENdS TECEIVC  ..........n-c------------cee-neee $ 125.00 

MP MMIIEGTCSE LCCCIVCC ..........-..--ccc0c----neeeeeeeeereoene 333.30 

MOMS Te TONICOING .._.......----.--aca-e-aseneeeooeeseneencencie 3.686.75 

PMCS TECCIVEC .......----------------0--.-ceeeceeeeneee 481.68 

feymlone-term capital gain -...............-.-..----.... 3,144.00 

ie mead aebts disallowed ~.......................+.c2+-s- 1,640.16 9,410.92 
ooo accnnndncnusendsaccesancseauysacaesonececusnnoseseneoeseee eee $51,831.24 
Additional deduction : 

occ ecco cee cee a nac ant agecsaceeorerescaeeeneeee meee 268.77 
rs ty SI RRR Oo eer $51,562.47 


Explanation of Adjustments 


(a) You failed to include in dividends $25.00 received on Texas 
Gulf Sulphur Company stock and $139.75 on Safeway Stores common 
stock, a total of $164.75, and you overstated the amount of dividend 
from Honolulu Oil Company in the amount of $39.75, a net understate- 
ment of $125.00. 

(b) Interest received on Los Angeles Traction Company bonds has 
been determined in the amount of $500.00, in lien of $166.67 reported 
in your return. 

(ce) Income from ‘‘Chandler Trust No. 1”’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amountdeter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
**Chandler Trust No. 1°’........ $21,560.46 $21,219.03 ($3841.43) 
=(handler Trust No. 2’’........ 8,389.89 12,418.07 4,028.18 
oo... anon anneennnns $29,950.35 $33,637.10 $3,686.75 


(d) Three-fourths, instead of one-half, of the $1,926.74 net rental 
from Wilshire Boulevard property is taxable to you. 

(e) The long-term capital loss of $1,205.06 claimed from the sale 
of 400 shares of Signal Oil & Gas Company stock is adjusted to a long- 
term capital gain of $1,938.94 due to a decrease of $6,288.00 in the basis 
of the stock sold. 

(f) The deduction claimed for bad debts includes an amount of 
$1,640.16 which is not an allowable deduction under section 23(k) of 
the Internal Revenue Code. 

(¢) Three-fourths, instead of one-half, of the $760.15 taxes on Wil- 
shire Boulevard property is deductible by you, and the entire amount, 
instead of one-half, of the $157.46 taxes on Ambrose Street property is 
deductible by you. 


224 Commissioner of Internal Revenue 


Computation of Alternative Tax 
Taxable Year Ended December 31, 1939 


INGi income adjusted 2:-nneere ee $51,562.47 
Minus: Net long-term capital gait 2.2. .cee.es ces 2,038.92 
Ordinary met-meome 2c. 4.4.60 ie cece $49,523.55 
bess: Pevsonalexem pt ian coe oon 2 excess ceceesccececeen $ 2,500.00 

Credit for dependemtsy.- 2... cece cree: 1,600.00 4,100.00 
Balance (suvtax niet income) ... 22.20.4041. nee eee $45,423.55 
hess] Warned income credit 2. 1,009.45 
Net income subject to normal tax —22...........2.20202 $44,414.10 
Norma! tax at 4% on $44,414.10 -o ee eee $ 1,776.56 
STMT OM, ASTI) I TD ee et 6,164.36 
2 I) Ua see mre em aoe REA $ 8,240.92 
Plus: 30% of net long-term capital gain -...W.0.....essceceeoeeeee 611.68 
PRIPETT ALIVE ax cocoa eee er re eee ees rn $ 8,852.60 


Computation of Tax 
Taxable Year Ended December 31, 1939 


Net mecome adjusted = 22s eee ee $51,562.47 
WLesee Weresomell COMA DNOM cecccceccece cere $ 2,500.00 
(Chawzlitte iore GlejOein@ atts. oeeresencccecece 1,600.00 4,100.00 
Balance (surtax met imeome ) <-22 22222. .c<- ccc $47,462.47 
Wess: uarnediimcome Credit ste creae cee teae eee 1,009.45 
Net income subject to normal tax .....--................-.- $46,453.02 
Normal tax at 49% on $46,453.02 ......................- $ 1,858.12 
SDI TERR Soy ol SOE LGR sae emir eer 7,014.87 
BPS Ores ous Sect eas nos sccucleudccesaeils oe ee Aeaest peace $ 8.87299 
ANTHRO S TRS TREE Sa st ree $ 8,852.60 
PIVOpt ae ATU COUITC GOR «cca -c-csepsenetecese ttt acc cnseeaeec:cucececseat ss $ 8,852.60 
iess- income tax paid af SOUTCE!<...-..-2...:cc-2-2 7.00 
Wormectancome tax ability -..cc:.:cc cee ccocecctsccecccceesses oe ee $ 8,845.60 
Tncome tax assessed : 
Original, account No. 203568 .............---scecceeeneneceeeeeeeeeeenes 6,186.68 


Deficiency of imcOMe tax ........-.-..---...ssecerscscseconeneeesetsseneceesesenensnes $ 2,658.92 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1940 


ctimeeme 2s disclosed by return ...........--...---....--sssedede-eeosnnsete $51,335.90 
Additional income: 

MM CMAG, —.__--..----------nese-cennceoonenceceseceneeseces $ 62.50 

MMEOENIGE ITICOME -.....--...---------eecncencecseene-neececee owv0.42 3 75202 
cee ee cr Ee eee ree epi $55,088.82 
Additional deduction : 

peers ene en ies 163.08 
So Dees fC HCG <e(c i ni ian ease aan nie nae Bees eneevepene ne nenen enn ner $54,925.79 


Explanation of Adjustments 


(a) Three-fourths, instead of one-half, of $250.00 dividends re- 
ceived from Texas Gulf Sulphur Company is taxable to you. 
(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 
Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction ) 
ocondler Trust No. 1’’........ $23,314.74 $22,977.42 ($337.32) 
Swenandler Trust No. 2’’........ 9,385.93 13,413.67 4,027.74 
“ool oe $32,700.67 $36,391.09 $3,690.42 


(c) Three-fourths, instead of one-half, of the $652.13 taxes on Wil- 
shire Boulevard property is deductible by you. 


Computation of Alternative Tax 
Taxable Year Ended December 31, 1940 


Beem Me AC IUSLE ..........-.--0:0-eccecccercecen an nennsoenoronnneterorsceeeenecasen $54,925.79 
Sees Net lone-term capital gain -.... -.-.-.-..-.-.-..-scoesessee-en---- 1,850.46 
BOY GIMAY TEL INCOME ..............----n..ecrencceceoreeeceneeeenennnenenancnetserereeae $53,075.33 
Meee Micron! GXEMPtiON -.......---.-------.eceeere---------- $ 2,000.00 

Me atiar Cepencents 2. aece eee nea eases 1,600.00 3,600.00 
Balance (surtax net income) .........----------------c---sseseeeeeeeenenenenenens $49,475.33 
RE irincG) INCOME CLEIE ....-..-.-..---.-ccecenncseenen-no-nscneceseeecenenaeeee 225.76 
Net income subject to normal tax -...-....--------+-s-cesse-ceeeeeeeeceseecteeees $48,249.55 
Normal tax at 4% on $48,249.50 _...WW----ee----oe- $ 1,929.98 
PMA G1 49,415.33 ..--..--.----eannnenenceeceoeconnnnnnnnneoenee 11,570.18 
Partial tax. -—-acov--cccenincessceneccecneceresenesneoensnnsernencearnesasensnsnensensees $13,500.11 
Plus: 30% of net long-term capital Qaim -......--ceso-cseceseneoees 555.14 
Alternative tax -..........--c-cscecsesecnseeneeccoreeeecsestnceasseneenseenmecsonsnseesenes $14,055.25 
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Computation of Tax 
Taxable Year Ended December 81, 1940 


BMCTE TACO G | TSO ances nseeeecnce detec toeeee tees cee $54,925.79 
Woeas> Persomel @sem ptt: <..c2cc.ccceccsc.cceccennnccnnte oc $ 2,000.00 
Creqitmor me pen ents ic. noose ccc cccpecceosesteeeeses 1,600.00 3,600.00 
Balanee (surtax Met (COME) cccecccc.-ccccccsecce--acecsneecseeeee ee $51,325.79 
Wess? Warned INCOME CYeQIt ooo... ccccccccecsecccecesoecersecesecs eee 1,225.78 
Ivet income subject tomiormal tax ..........2.....-.0..0cs ee $50,100.01 
Normal tax at 4% on $50,100.01 .W... eee $ 2,004.00 
rey UG Be Cara 0) Mies 5 A eee ee eee 12,363.85 
Toya SaVO NETTLES BUAWG! SPOR een ner recente $14,367.35 
PAE OTS ELI Ce oie gers i sec og serene Sage teehee $14,055.25 
Détense tax CLOM of SIL055.29) 2. coco. eee 1,405.53 
TGs allen CONNER sxe oc oS ace sae ee $15,460.78 
Iwess. Income tax paid at SOUPCC 2. -...c2.<-c0-sccenees ees e-em 7.00 
@orrect imeome tas 1 atlint y...cckeeececcee ese sac encec: cece sors cee con ccee eee $15,453.78 
Tneome tax assessed : 
Omeimall aecoumtieo: 208720 ace. 2 oc. eee ee 18,716.28 


WMencieney Of WOME Ta oo... ee vcsccccsaeeeececceceenecenceeenese-eeeeme $ 1,737.50 
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Adjustments to Net Income 
Taxable Year Ended December 31, 1941 


Net income as disclosed by return ...............cc.:cc0cceecseeeeseceeneneeeee $72,229.47 
Additional income: 

eoelons-term capital gain .... $ 786.00 

Mme st INCOME ............-....-..s.cceeseneenesseosss 1,702.23 2,488.28 
PPM CPC TUSLEC .............-------0ceecencoeeonecncssecnteoussosesecseseavseeesee $74,717.70 


Explanation of Adjustments 


(a) The long-term capital loss of $307.50 claimed from the sale of 
100 shares of Signal Oil & Gas Company stock is adjusted to a long-term 
capital gain of $478.50 due to a decrease of $1,572.60 on the basis of 
the stock sold. 


(b) Income from ‘‘Chandler Trust No. 1’’ and ‘‘Chandler Trust 
No. 2”’ taxable to you has been adjusted as follows: 


Amount re- Amount deter- Addition 
portedin minedtaxable to income 


your return to you (reduction) 
Chandler Trust No. 1””........ $23,311.10 $2207.17 ($333.93) 
(handler Trust No. 2’’........ 10,527.69 12,563.85 2,036.16 
0) ee $33,838.79 $35,541.02 $1,702.23 


Computation of Alternative Tax 
Taxable Year Ended December 31, 1941 


IEC TTS gS Re $74,717.70 
Semecem en long-term capital loss 2-2 <c-cccescetsesnn-ennenncnseececeneene 2,218.39 
BR rere eC WTCOME 8. o.oo. sc ec ce ccepccemtectnenscaccnseennnesececeseeeceoroenc-. $76,931.09 
MEME CHSONAl EXEMPTION -..--c--cececccnccceeccteoee-ceeecee $ 1,500.00 

eat tor dependents —.......----<-csccccecnseceeo 1,600.00 4,100.00 
ee BGstax NEL INCOME), ...c.scsa--s--cnec--ee-eecconseneeeaceccenseeccenccee $72,831.09 
Be prerrried 1NCOmMe CLEGIt oo os... eee eneecen cece neeteeeee teen 1,400.00 
Seemicame supject to normal tax .......-..-.-...-.---.-c.sesecseecenesseseaee $71,431.09 
mormal tax at 4% on $71,431.09 ____..._.....-..-. $ 2,857.24 
Remo 812,001.09 nana. nacencccegecneecceeessnannctnncens 32,706.96 
SE cece pi $35,564.20 
Minus: 30% of net long-term capital loss ~...........-....ceeeenee- 664.02 


ae an $34,900.18 
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Computation of Tax 
Taxable Year Ended December 31, 1941 


Net income adjusted ..............:---seccecseeceeeesseeeeeecseeneeseareaeteeeeats $74,717.70 
Less: Personal exemption ...........-...--:--cec-ceecceeeeeees $ 1,500.00 
Credit for dependents ..............-.----------s-e+++- 1,600.00 3,100.00 
Balance (surtax net imCOME) -.....----.-----2--------ececseeeeeeereeeseeesecteeees $71,617.70 
Less: Earned income credit ..........--..-------c--c-seesseeseceeeeceeeecereetsces 1,400.00 
Net income subject to normal tax ....-.--.--------------e---eescc $70,217.70 
Normal tax at 4% on $70,217.70 ......--------------seeseere- $ 2,808.71 
Surtax on $71,617.70 ......--..---------sc--ee-o-seeeseneeetseeeees 31,966.80 
ME EL cooccccececcecscececscetecen<ceceecenseeseesteesssedceceeesercesececeeeneseedencs=-toruata $34,775.51 
Alternative tax ......-..-.-------cc+--ecc-cesserescseenneennseseeeneecansenecennerctenencnnns $34,900.18 
Total INCOME tAX -.....-..-sc--ceceececerceesesee ence eeceeceneeeneencersceseaseceesces $34,900.18 
Less: Income tax paid at SOUPCE .......--.-----------eeeseceeeeeeeeteeeetotees 7.00 
Correct income tax liability --...-...-.--------------s-ecceeceeeeceee eee eneeseees $34,893.18 
Income tax assessed : 
Original, account No. 336636 -..---...-----------s-ee eter 34,201.94 
Deficiency of income tax ....---.--1----seccseeceeeseesteeeccescenenate teeters $ 691.24 


Received and filed Sept. 27, 1943, T.C.U.S. 


[Title Tax Court and Cause. ] 
Docket No. 3041 


ANSWER 


The Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau of 
Internal Revenue, for answer to the petition of the 
above-named taxpayer, admits and denies as fol- 


lows: 
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Lgaiid. IT. 


Admits the allegations contained in paragraphs I 
and IT of the petition. 


IIT. 


Admits that the taxes in controversy are income 
taxes for the calendar years 1938 to 1941, inclusive, 
but denies that the total of the proposed deficien- 
cies, aggregating $6,025.33, is in controversy. 


IV. 


(1) to (6), inclusive. Denies that the respondent 
erred as alleged in subparagraphs (1) to (6), inelu- 
sive, of paragraph IV of the petition. 


y. 


(1) and (2). Admits the allegations contained in 
subparagraphs (1) and (2) of paragraph V of the 
petition. 


(3). Admits that petitioner, in her income tax 
return for 1938, reported $8,118.59 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$11,446.46, and accordingly increased taxable net 
income reported by petitioner by $3,327.87. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (8) of paragraph V of the petition. 


(4). Admits that petitioner, in her income tax 
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return for 1939, reported $8,389.89 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$12,418.07, and accordingly increased taxable net 
income reported by petitioner by $4,028.18. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (4) of paragraph V of the petition. 


(5). Denies the allegations contained in subpara- 
graph (5) of paragraph V of the petition. 


(6). Admits that petitioner, in her income tax 
return for 1940, reported $9,385.93 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$13,413.67, and accordingly increased taxable net 
income reported by petitioner by $4,027.74. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (6) of paragraph V of the petition. 


(7). Admits that petitioner, in her income tax 
return for 1941, reported $10,527.69 as income from 
Trust No. 2. Admits that respondent determined 
that the amount reportable from said source was 
$12,563.85, and accordingly increased taxable net 
income reported by petitioner by $2,036.16. Denies 
that respondent’s determination was erroneous, and 
denies the remaining allegations contained in sub- 
paragraph (7) of paragraph V of the petition. 


(8). Denies the allegations contained in sub- 
paragraph (8) of paragraph V of the petition. 
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VI. 
Denies each and every allegation contained in the 
petition not hereinbefore specifically admitted or 
denied. 


Wherefore, it is prayed that the determination of 
the Commissioner be approved. 


/s/ J. P. WENCHEL, 
Chief Counsel, Bureau of In- 
ternal Revenue. 


Of Counsel: 
B. H. NEBLETT, 


Division Couusel. 


HAROLD D. THOMAS, 
Special Attorney, Bureau of 
Internal Revenue. 


Received and filed November 17, 1943, T.C.U.S. 
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The Tax Court of the United States, Washington 
Docket No. 3041 


RUTH C. WILLIAMSON, 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DECISION 


Pursuant to the Opinion of this Court, promul- 
gated May 23, 1949, it is 

Ordered and Decided: That there are deficiencies 
in income tax for the calendar years 1938, 1939, and 
1941 in the respective amounts of $96.65, $1,583.92, 
and $234.79; and that there is an overpayment in 
income tax for the calendar year 1940 in the amount 
of $48.66, which overpayment was made within three 
years before the filing of the petition. 


/s/ WILLIAM W. ARNOLD, 
Judge. 


Entered May 24, 1949. 
Served May 25, 1949. 


vs. May Chandler Goodan, et al. 233 


In the United States Court of Appeals 
for the Ninth Cireuit 


Docket No. 3041 


COMMISSIONER OF INTERNAL REVENUE, 
Petitioner on Review, 
vs. 


RUTH C. WILLIAMSON, 
Respondent on Review. 


PETITION FOR REVIEW 


To the Honorable Judges of the United States Court 
of Appeals for the Ninth Circuit: 


The Commissioner of Internal Revenue hereby 
petitions the United States Court of Appeals for the 
Ninth Circuit to review the decision entered by The 
Tax Court of the United States on November 30, 
1949, ‘‘That there are deficiencies in income tax for 
the calendar years 1938, 1939, and 1941 in the re- 
spective amounts of $96.65, $1,583.92, and $234.79, 
and that there is an overpayment in income tax for 
the calendar year 1940 in the amount of $48.66” in 
respect of the Federal income tax hability of Ruth 
C. Williamson, the above-named respondent on re- 
view. This petition for review is filed pursuant to 
the provisions of Sections 1141 and 1142 of the In- 
ternal Revenue Code. 

The respondent on review, Ruth C. Williamson, is 
a resident of Pasadena, California, and filed her 
Federal income tax returns for the years 1938, 1939, 
1940 and 1941 with the Collector of Internal Rev- 
enue for the Sixth District of California, whose 
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office is in Los Angeles, California, and within the 
jurisdiction of the United States Court of Appeals 
for the Ninth Circuit wherein this review is sought. 


Nature of Controversy 

The issue presented to and passed upon by The 
Tax Court of the United States and which was de- 
cided contrary to the Commissioner’s determination 
is whether certain taxable stock dividends which 
were received by Chandler Trust No. 2, of which 
trust the respondent on review was one of the life 
tenant trustors, are taxable to the life tenant trus- 
tors of the trust, as determined by the Commis- 
sioner, or, as claimed by the taxpayer, to the trust 
itself. The Tax Court held, contrary to the Com- 
missioner’s determination, that Sectinos 22(a), 166, 
and 167 of the Revenue Act of 1938 and the Internal 
Revenue Code are inapplicable and that the stock 
dividends in question are taxable to the trust rather 
than to the life tenant beneficiaries and trustors. 
The Commissioner’s determination in this and re- 
lated cases was thus disapproved in so far as It re- 
flected the Commissioner’s inclusion of an allocate ° 
portion of the taxable stock dividends in the taxable 
income of each of the life tenant trustors for the 
years here involved. 


/s/ THERON L. CAUDLE, 
Assistant Attorney General. 
/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for the Petitioner on Review. 


Received and filed February 17, 1950, U.S.C.A. 
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Docket No. 3041 


STATEMENT OF POINTS 


Comes now the Commissioner of Internal Reve- 
nue, petitioner on review in the above-entitled cause, 
by and through his attorneys, Theron L. Caudle, 
Assistant Attorney General, and Charles Oliphant, 
Chief Counsel, Bureau of Internal Revenue, and 
hereby states that he intends to rely upon the follow- 
ing points in this proceedings: 


The Tax Court of the United States erred: 


1. In ordering and deciding that there are defi- 
ciencies in income tax for the calendar years 1988, 
1939, and 1941 in the respective amounts of $96.65, 
$1,583.92, and $234.70; and that there is an over- 
payment in income tax for the calendar year 1940 
in the amount of $48.66. 


2. In failing and refusing to sustain the defi- 
ciencies in tax determined by the Commissioner, as 
modified by the stipulation of the parties, on the 
basis that the stock dividends received by the Chand- 
ler Trust No. 2 were taxable to the life tenant 
trustors. 


3. In holding that the Chandler Trust No. 2 was, 
for Federal income tax purposes, a valid trust under 
the laws of California. 


4. In failing and refusing to hold and decide that 
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the Chandler Trust No. 2 was, by virtue of the 
rights of amendment or modification reserved by the 
trustors, not a valid trust for Federal income tax 
purposes and that, accordingly, the taxable stock 
dividends received by the trust during the taxable 
years were taxable to the life tenant trustors under 
Sections 22(a) and/or Sections 166 and 167 of the 
Revenue Act of 1938 and the Internal Revenue 
Code, rather than to the trust itself. 


5. In holding that Sections 22(a), 166, and 167 
of the Revenue Act of 1938 and the Internal Rev- 
enue Code are inapplicable. 


6. In denying the Commissioner’s motion to re- 
consider and set aside the Court’s findings of fact 
and opinion. 


7. In that its opinion and decision are contrary 
to the facts as stipulated by the parties. 


8. In that its opinion and its decision are con- 
trary to law and the Commissioner’s regulations. 
/s/ THERON L. CAUDLE, 
Assistant Attorney General. 


/s/ CHARLES OLIPHANT, 
Chief Counsel, Bureau of Internal Revenue, Attor- 
neys for Petitioner on Review. 


Statement of service attached. 


Received and filed May 4, 1950, U.S.C.A. 
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Docket Nos. 3033, 3036, 3037, 3038, 3039, 3040 and 
3041. 


CERTIFICATE 


I, Victor S. Mersch, Clerk of The Tax Court of 
the United States do hereby certify that the fore- 
ing documents 1 to 152, inclusive, constitute and are 
all of the original papers and proceedings on file in 
my office as the original and complete record in the 
above proceedings, and in which the respondents in 
The Tax Court proceedings have initiated appeals as 
above numbered and entitled, together with a true 
copy of the docket entries in said Tax Court pro- 
ceedings, as the same appear in the official docket 
book in my office. 


[Seal] /s/ VICTOR S. MERSCH, 
Clerk. 
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[Endorsed]: No. 12550. United States Court 
of Appeals for the Ninth Circuit. Commissioner of 
Internal Revenue, Petitioner, vs. May Chandler 
Goodan, et al., Respondent. Commissioner of Inter- 
nal Revenue, Petitioner, vs. Marian Otis Chandler, 
Respondent. Commissioner of Internal Revenue, 
Petitioner, vs. Norman Chandler, Respondent. 
Commissioner of Internal Revenue, Petitioner, vs. 
Philip Chandler, Respondent. Commissioner of In- 
ternal Revenue, Petitioner, vs. Constance Chandler 
Crowe, Respondent, Commissioner of Internal Reve- 
nue, Petitioner; vs. Helen Chandler Garland, Re- 
spondent. Commissioner of Internal Revenue, Pe- 
titioner, vs. Ruth C. Williamson, Respondent. 
Transcript of Record. Petitions to Review Decisions 
of the Tax Court of the United States. 


Filed: May 19, 1950. 


/s/ PAUL P. O’BRIEN, 
Clerk. 
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In the United States Court of Appeals 
for the Ninth Cireuit 


No. 12550 


COMMISSIONER OF INTERNAL REVENUE, 
Petitioner, 
vs. 


MAY CHANDLER GOODAN, MARIAN OTIS 
CHANDLER, NORMAN CHANDLER, 
PHILIP CHANDLER, CONSTANCE 
CHANDLER CROWE, HELEN CHAN- 
DLER GARLAND, and RUTH C. WILLIAM- 
SON, 

Respondents. 


DESIGNATION FOR PRINTING 


The following portions of the record are desig- 
nated to be printed: 


The petitions for redetermination in Tax Court 
Docket Nos. 3033 and 3036 to 3041. 


The answers in Tax Court Docket Nos. 3033 and 
3036 to 3041. 


The opinion in Tax Court Docket Nos. 3033 and 
3036 to 3041. 


The decisions in Tax Court Docket Nos. 3033 and 
3036 to 3041. 


The motion to vacate decisions in Tax Court 
Docket Nos. 30388 and 3036 to 3041. 
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The order vacating decisions in Tax Court Docket 
Nos. 3033 and 3036 to 3041. 


The order denying respondent’s motion to recon- 
sider and set aside in Tax Court Docket Nos. 3033 
and 3036 to 3041. 


The petitions for review and proofs of service in 
Tax Court Docket Nos. 3033 and 3036 to 3041. 


The statement of points in Tax Court Docket Nos. 
3033 and 3036 to 3041. 

The stipulation of facts and exhibits 1A, 2B and 
3C attached thereto in Tax Court Docket Nos. 3033 
and 3036 to 3041. 


/3/ THERON LAMAR CAUDLE, 
Assistant Attorney General, 
Counsel for Petitioner. 


Dated May .., 1950. 


[Endorsed]: Filed May 29, 1950. 
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No. 12550 
SUBSTITUTION OF ATTORNEYS 


May Chandler Goodan, Respondent on Review 
herein, hereby substitutes Mackay, McGregor, Reyn- 
olds & Bennion as her attorneys in this proceeding 
in lieu of William Galbally, Jr. 


Dated May 24, 1950. 


/s/ MAY CHANDLER GOODAN. 


I hereby consent to the foregoing substitution of 


attorneys. 
Dated May 10th, 1950. 


/s/ WILLIAM GALBALLY, JR. 


We hereby accept the foregoing substitution of 
attorneys in lieu of William Galbally, Jr. 


Dated May 31, 1950. 
MACKAY, McGREGOR, 
REYNOLDS & BENNION, 


By /s/ A. CALDER MACKAY. 


[Endorsed]: Filed June 3, 1950. 
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No. 12550 
STIPULATION AND ORDER 


Re Exhibits 


It is hereby agreed and stipulated by counsel in 
the above-entitled cases that the original exhibits 
may be excluded from the printed record but may 
be referred to by the parties in brief and argument 
as if part of that record. 


/s/ THERON LAMAR CAUDLE, 
Assistant Attorney General, 
Counsel for Petitioner. 
By /s/ A. CALDER MACKAY. 
/s/ ADAM Y. BENNION, 
Counsel for Respondents. 
So ordered: 


/s/ WILLIAM DENMAN, 
Chief Judge. 


/s/ HOMER T. BONE, 


/s/ WALTER L. POPE, 
United States Circuit Judges. 


Dated June 13, 1950. 


[Endorsed] Filed June 27, 1950. 


